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FOREIGN SERVICE DESPATCH Vb V4. hake, 


FROM: American cmba:sy, Vel aviv 456 By, } Sl E4¥¢ 

ost? DESP. NO. @c 
TO : TIE DEPARTMENT OF. STATE, WASILIINGTON, pekinese Meas January 8, 1960 Be 
DATE mw. 
; g9i oF 
REF iimbassy despaten 233 dated Uctober 7, 1959 - vu & t 
a i 

a 

& 


SUBJECT: Request ae House International Cneration Coniatece of und Users of 
DLF Loan No. 5 


7 
. i 
In the course of hearings at the American Embassy conducted by the Inter- ol | 
national Cperations Subcommittee of the House of Nepresentatives Government 1 | 
Operations Committee September 23, 1959, a request was made for a list of end = | 
users of DLF Loan No. 5. The Embassy stated that it had asked the Ministry of aa) | 
Finance to identify the end users and would forward the Ministry's report as Ui 
soon as itwas received. This revort is now available and is forwarded herewith; ~N | 
a copy of the report is also being sent by the mbassy directly to the Committee. _ | 
| . 
VOR THY AM lASSADUR: re) | 
0) 
0! 
| 
| 
ny? John F, Shaw 
ik First Secretary of limbassy 
Ennlodtires : ; | 
Letter from Ministry of Vinance / 


List of End Users of DLF Loan 


4 ; a 
J¥Shaw:nd UNCLASSIFIED . pe 


: _ ,, REPORTER 
{> ACTION COPY — DEPARTMENT OF STATE 


The action office must return this permanent record copy to DC/R files with an endorsement of action taken, 


we: , gota ess 


ULULRAES 


| | Deere 
REPRDUCED AT THE NATIONAL ARCHIVES Authority 
\ gy yt) ) cvnpa cae IE ove AAA 
——— 


ith Eats antes ee eee Page = eee 
| ioLéos FLD | Enel. No.4. 
i is per fendered ene he See 1 A 
(Classification) Desp. No. 4.0. 
From... #@1.__-Viv__ 


‘Anistry of Finance | 
Foreign ixchange bivision | 
Jerusélem, Israel, 
Lecember 23, 1959 


Mr. John F, 2haw 
First Secretary 
American Embassy 
19 Rothschild Blvd. 
Tel Aviv. 
Dear John, 
Enclosed at long last is the list of end-users of D.L.F. loan No. 5. 


This list includes only those end-users who imported 35000 or more. . 


Furthermore, the list is as of June 25, 1959. ‘hen final disbursments 
are made, we will update it. 


Sincerely yours, 


Dr. Nadav Halevi 
Economic Adviser 
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TQ JUNE 25, 1959 


PURCHASER 
CATHUORY I 
Even Ve's 


Mekoroth \ ee Co. Ltd., 
Palestine Electric torp.Ltd., 


Sub-Total Caterory 


CATEGORY IT 


Y. Balkan 
Tan Co-operative Society 
Dim Ltd., 
Egged (E.S.0.) Ltd.; 
Mel Transport Co.Ltd., 
Hamekasher Co-onerative “ociety 
Hanenia Ltd., 
Hegge Transport Co., 
Israel Railways 
. Jewish Agency 
Kaiser-Frazer (Israel) Ltd., 


Kfar Giladi 

Makal. Co., 

Ministry of Labor-Public 
_ Works Dept. 

Ministry. of Posts 
Noaz.Co.,. 

Palestine Electric Corporation Ltd., 
RE. Samhayov 

Sa-Sha Ltd., 

‘A. Shnapp: ay Co, Ltd., 
Sole1-~Boneh 

Tnuva-Export 

Workers ! Transport Bureau 


Sub-Total Category II 


WATURE OF BUSILESS 
ee 


SUT 


Battery Works - 


Stone & Line \uarries 38,707.20 
Uational water Network 117,910.94 
lectricity Supply 2,075,138 .26 
I 25231, 756.10 
Transport Services 6,660.- 
Bus Service 30,613.96 
Transport Services 6,620.- 
Bus Service 62 434.75 | 
Transport Services 13,800. - 
Bus Service 6,892.56 
Transport Services 18, 1hS. 09 
" 6, 660.— | 
Railroad . 47,075. 80. 
Agriculturel Settlement 15,516.15- 
Automobile Assembly for 91:7,837. 15° 
Sale to Agricultural and ne Em. 1 
Industrial Enterprises, ens 
Agriculture 6,121.65. 
Transport Services _ 13,3L0.-" 
Road Building and © PRES, 
Maintenance . 32,670.16 . 
Posts & Telegraph ig, ae 18 
Transport Services 6, 


Electricity Supply 


Transp ort Services 
tt 


Contractors — 
Marketing nt oft 
Transport Servi ces 


1, 317563928 
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PUR GiA Silt sulin o  suSTHESS Suh 
Ce) 
CATUGRY TT 
"Adin" - S. Ucufeld Lte., knitting 17,776.90 
"Amcor" Ltd., hefrigeration Equipment 78,130.96 
Redmond-Ancor Ltd., Slectric Hotors 49,951.06 
Alan «ooduork 9,720.- 
Alliance tire ~ Lubber works Lt a fires & Tubes Ui4,119.45 
Aliya Stockings 12,992.71 
Angat Lte., & incor Ltd,, Plastics 31,951.50 
Assis Ltd., Citrus & cod Products 12,856.94 
Atlas Spectacle Farts 6,082, 3h, 
Pad-Gon Ltc., Dyeing 32,256.39 
Hake Preserves Co., Food Products 5,125,- 
Bator fatteries 11,516.62 
Brake-Band Srake Bands 8,339.36 
Chen Ltd, “plosives 16, 312.50 
Consumers Co-op. “ociety Tel-Aviv ltd., ood Products 9,155.- 
J. Cyviak ini tting 12,0)0.- 
Tatap Ribbons 5,523.— 
Dror Ltd., Cutlery 9 5218.01 
Fertilizers & Unemicals Ltd., Fertilizers « Chemicals 13,942.87 
P, Fixler Textiles 8,117.66 
Gat - Preserves lactory Food Products 16, 882.8) 
Gerev Co,Ltd., Stockings 11,528.65 
Government Printer Printing Press 10,097.50 
M. Greenberg Textiles 5,712.58 
L. Grunspan Printer 10,1,00,- 
Hamat Ltd., etal Works 17,863, 32 
Hebrew University «etal work for Building 
Contractors 5,074.50 
Herut Household Fittings 8,132.76 
H.M.H. Ltd, Stainless Steel Cutlery 18,554.94 
Huleh Spinning Ltd., Spinning 21, 72.90 
Israel Ropeworks Ltd., Rope ¢: String 10, 567.- 
Israel Glove Co.lid., Gloves 5 5537.49 
tsrael-Anerica Weaving Co,Ltd., Weaving 5,202,- 
israel United Printing Co.Ltd., Printing Press 10, 737.30 
Israel Wheel Works Electro Plating 35 5822.23 
Kibbutz Hanatafil Stockings 35,995.92 
Kitan Ltd., Textiles & Clothing 10,611.76 
Koncentra Writing Utensils 9,942.- 
Kvutzat Hadassah—Gezer Wooden Cases -— 29,826.5h, 
Lainart Ltd. , Knitting 8,520.68 
Lameriav Press Ltd., Printing Press 9,808.31 
Lana Knitting Works Ltd., _ Knitting 12.555 .6h 
Leviathan Tricot Fabrics Tricot Underwear 15,263.69 
| 3/ ee ( Senne 


t ULUL 


| autony NPE AZE 


\ py _\4 yap NARA Das" pate AS 
on 


REPR‘IDUCED AT THE NATIONAL ARCHIVES 


Paget ol 
Vibe al Encl. No. 
(Classification) Desp. Now ABB. 
Fro: i 


NATURE Cle BUSTLESS 


| PURCHA Sit oy 


CATIIGORY III (Contd. ) 


Lodziia Textile to. Lic, Textiles 19,751.10 
Malchi Ltd., Precision --etel ‘iork 9 5336.57 
Hamashbir ianercozi Acriculturel Supplies 10,666.63 
Bema - B, i-elamed knitting 8,853.39 
Meshi-Sela & Zvi Stevi initting, vlouses 12,307.18 
bitsbatat liutia Ltd., uyeing 5225.45 
Holler Te:zttile vLorp. Te:biles 26,86). 21 
riamlit Lid., vonerete Fressure ripes 11,156.58 
wagareth Lonfectionery Co.Ltd., Confectionery 12,291.03 
wegev Metal ilorl:s Lid., HMetel \iork 55 5123.99 
Weshner Clothing Stockings 5,363.73 
Ofalcim Textile ‘orks Yextiles 376,674.02 
O.H.M. Electrical Incustry hiotors 5,713.- 
Olgy Zaiden scmond i.etalwork 8,868.18 
Orden uetal Works a 5 5356.30 
Palan " 2.,281.- 
Palestine Hetal Box %o.Ltd., Hetal Containers 759525425 
Pollman ¢ Dr. Kopler idling 5 5222.- 
Seratex Ltd., Weaving 1,662. Lig 
Siv Ltd., Spinning 6,119.- 
Sdoth-Yam Ltd., Floor Tiles 29°575,— 
Slilim Ltd., Textiles 23,021.56 
B. Shwartsburg Bookbinder 8, 750.- 
Slezinger «: Waldman Ltd., Hetal Work 5,742.10 
Super Plast Ltd., Plastics « Bakelite 6,620.- 
Teva. Ltd., Pharmaceuticals 19, 5882. 26 
Technoglass Ltd., leon & Flourescent Lamps 
ete, 14599. 30 
Moshav Tsofit rodder Nill 955956— 
Vulcan Ltd., Foundry 17, 740.08 
Yaglom Lid., Knitting 7,000.- 
Zik Slide Fastners 26,530.- 
1, 722 5186.22 
SSS 
Jewish Agency Agricultural Settlement 95,309.92 
Jewish National #und Land Preparation & 
Afforestation 20, 881. 19 


Mekoroth Irrigation Network ay 35555376 1 
Mini. stry of Labor 99 5880.22 
"Housing Division Housing 33,367.97. 

ut u ' Pyblic Works Dept. Rural Roads 2h. 51,70 
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wTECORY IV (Contd. ) 


Mnredel Momili « 
Solel “oneh 
Vulcen ~nvineerin:: 
Yachin “ociety Ltc., 
Yuvel Gad 


acuev decoadash 


Acriculturs1 Co-op. 
“ontrector 
Acriculturel “cuipnent 
Citrus Flentations 
irrice tion Fipes 


Sub-Totel tatevory IV 


CATEGORY V 


U. Jrenner 

Bror <: Jar-Lev 

Carneli :indami 
Consolidated Line ‘orks 
Dead ver Works Ltd., 

I. Eppel 

Even Ve'sid Ltd., 
Freight Trensport Co.ltd.,; 
Fyer bros., 

T, Uulazer 
Hahofer Ltd., 
Hanat 

I. Hecker « Y. 
Hegge 
Herzliya Share Gravel Works 
Israel ::ining 

Jewish Agency 

i. Kapitolovicz 

I. Levit 

l:. Loyer 

Fekoroth 

Ministry of Development 


Keplan 


Ministry of Labor-Public orks Dept. 


A. Moses 

Yegev Phosphates 

Y. Nitsan 

A. Perlman 

Pituach 

iamat Ltd., 

A, Sami 

®. Shapiro 

Solel Soneh 

Sucreir Gravel Works 
B. & N. TPokochinski 


Trensport Services 
5 tl is 


Gontré.ctor 
iime Quarries 
Minerel Extraction 
Srensnort Services 
Line .. Stone Quarries 
Transport Services 

1 It 
Contractor 
Disving Contr=ctors 
Metal viorks 
Dircing Vontractors 
"pansport Services 
Gravel 
Prospecting 
Agricultural Settlement 


r 


Transport Services 
tt it 


it 1 


Vater Uetwork 
Geolozicel Survey 
Public Works 
Transport Services 
Phosphate lines 
Contractor 
‘transport Services 
Asriculturel Co-op. 
Contractor 
Transport See 
tt 
Contractor 
Gravel 
Contractors 


UNCLASSIFIED 


5 106.62 
67,603.63 
20,887.C0 

Scag 

120,130.35 
2,070,076.81 


27,817.33 
10,691.77 
19,799 «03 
12 9G 7.98 
2 763.65 
33936L5 
506, 2 
5°000.- 
5,000.- 
5 ,000.- 
& 256.36 
6,52h. 7 
22,610.05 
a 000. - 
6h),971.12 
6,,07.~ 
5,000.- 
19 , 860.39 
6,552—~ 
5,000.- 
5,000.- 
63,556.01 
2iy3 302. 37 
13,429 .2h 
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af 
CATEHCCRY V_(Contd.) 
Tvay Ltd. , vontractors 5,066.53 
?, «w.cinberg Sransport Services 5 000 .= 
dag Lakol Ltd, ee 5,205. 3k 
Y, Zigelbaum u " 5 .000.- 
SibeTotel Catecory V 530,662.22 
— 
Catezory 1 2231, 726 20 
" ca 1,317,639 8h 
M IIT 1, 722,166.22 
u Vv 2,070,076.81 
" Vv 530,662.22 
Yotal: 7,572, 321.9 
ae 
Totel Imports of «75,000 or more 1,872, 321.49 
Unclassified Imports (less than 
115000) _2,941.,636.32 
10, 783,957.81 
pte Relat eae 
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DEPARTMENT OF STATE 
ASSISTANT SECRETARY 


January 17, 1960 


70: U - Mr. Diflon 


VIA: s/s va ; 


SUBJECT: Loan to Israel 


The attached memo will bring 
you up-to-date regarding the loan 
which you discussed with Israeli 
Ambassador just before your departure 
for Europe. 


Attachment 


Office 


TO 
FROKS 


SUBJECT: 
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Memorandum ° UNITED STATES GOVERNMENT 
CONFIDENTIAL : 


NEA - G. Lewis Jones DATE: January 15, 1960 


NE = Armin H. Meyer 


a a 


Lm, yy 2 
nr A a Ca 
Proposed DLF Loan for Israel Water Development AS / f ( ‘ 


In a meeting with the DLF staff on January 13 to consider 
possible procedures for establishing a DLF loan for Israel water 
development, the following understandings emerged: (1) the 
borrower should be the Government of Israel rather than Mekoroth; 
(2) DLF would not be able to divide the loan into installnents ; 
and (3) DLF would refrain from press amnouncements and other 
publicity concerning the loan, In a periodic report to Congress 
on DLF operations, probably in April or May, DLF will list the 
loan, without details, as a "water development" project. 


According to the above plan, Israel will submit a revised 
application to reflect the change in borrower and to picture 
the project more as part of the general water development 
program to which the U.S. has already made several contribu- 
tions (such as the Eximbank loan in March, 1958 and a DLF 
loan in June, 1958) rather than as a first step in establish- 
ing facilities for eventual Jordan water utilization. The 
DLF staff indicates that the actual loan agreement will be 
ready for signature between the middle and the end of February. 
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DEPARTMENT OF STATE rect 
AK 654 $5 BAL 


LIMIT DISTRIBUTION 


{3 3) M-S53b Memorandum of Conversation 


DATE: January 19, 1960 


SUBJECT: Proposed DLF Ioan for Israel Water Development 


PARTICIPANTS: Mr. Aryeh Manor, Economic Minister, Embassy of Israel 


Mr. Moshe Frell, Counselor, Embassy of Israel Roh 
NE = Williem 1. damilton pe ets <& 
NE/E - Randall §. Williams yao 
NE/E = Fnoch S. Duncan -f 

COPIES To: NH/E =(2 cc) S/P -1-7 Amembassy , fort, AVIV Fr. 
NE -(1 ec) H ee ee ! ie ci 
NE. -i_ ys Tj -1l -/0 gy et 
NEA - 2 -2 09) L/DLF - 1 -/” go aa 
S/S -Qex.s E Seip Zs ae 
G- -1~¢ u/Msc - 1-73 Se a 
GC -1-7 : I 


[ Mr. Manor called to obtain views on the form and content of Israelts 
proposed DLF application for water development. 


rs G Ne 

ee — 

Mr. Williams recalled that in stating that the Department would have no x I 
political objection to the proposed Joan, Mr. Dillon had indicated that it might — 
be desirable to employ another agency as applicant and that the details should is 
be worked out on economic grounds. Mr. Williams referred to his later telephone Gs 
conversation with Mr. EFrell in which, following a conference with DLF, the O 


following procedure was suggested: 


(1) The loan should be to the Government of Israel. 


(2) There should be no press releases or publicity in regard to the 
loan from either Government. 
(3) The loan application should be recast to give emphasis to the 
fact that the assistance to the conduit followed on and supplemented 


previous US assistance for water and agricultural development in 
israel. 


Mr. Manor stated these proposals were agreeable to his Government. 
Mr. Williams observed that the problem of recasting the application 
appeared to be mainly one of tone although there were a number of referenc 


in Israelts original draft of an application to general Jordan water plans 
= Zionist history which did not appear necessary. It would be apprpyrigse 
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CONFIDENTIAL 


Boe 


| rox the application to bring out that the current loan is being requested for 


water and agricultural development in the pattern of previous assistance for 
development of indigenous water supplies which included the Ex-Im Bank loan 

of $24.2 million in 1958 and DLF Loan No. 5 in 1958 as well as earlier Ex-Im 
Bank financing. The conduit project should be described in terms of intended 
use of the 60 MCM of indigenous source waters, and the cost benefit ratio 
analysis should be related to this contemplated use. This was not to say that 
the size of the conduit should be concealed. A reference to the technical 
desirability of providing oversized capacity for probable eventual use of Jordan 
water would be in order. 


Mr. Manor said he saw no difficulty in casting the application along these 
lines and stated that previous loans for this purpose also included over 
$70 million from the Ex-Im Bank loans totalling $135 million in 1949-1951. 


Mr. Manor said Israel representatives would undertake drafting of an 
application immediately. He proposed that he show the draft to officers in NE 
and said he would plan to call on January 21 for this purpose. 


Mr. Erell inquired, and Mr. Hamilton confirmed that the Lebanese Government's 
Foreign Affairs Committee has announced a decision to ask the Lebanese Parliament 
for $3 million to finance diversion of the Hasbani. This did not necessarily 
mean the request would be made or, if it were, that the parliament would act. 


Mr. Manor said this pointed up the problem of restricting publicity since 
action such as the Lebanese announcement was provocative. While Mr. Manor was 
in Israel recently, there had been considerable consultation on problems regarding 
the proposed DLF loan including considerations of how publicity could be avoided. 
Censorship had been considered but was not regarded as feasible. Members of the 
press had been called in and told not to publish reports on the subject. They 
had been told that the question was still in the negotiating stage and had agreed 
to cooperate. Also the Israel Government is not able to guarantee that there 
would not be a question on the subject in the Knesset. In general, Mr. Manor 
felt that the less provocative the news on the Jordan waters question might be 
from other sources, the easier it would be to keep the subject quiet in Israel. 
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ACTION 


_is assigned to 


WMnifled Dlates Donate 


February 17, 1960 


Respectfully referred to 


~! 
Honorable William B. Macomber, Jr. ae 
Department of State Pi 
sechcseesas Washington 255. aC ek coin cw mee 
@ 
with thanks for such favorable consideration . 
as the communication herewith submitted war— a wr 
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hear Senator Humphreys a 


yi 
I have your ceumnication of February 17, 1960 enclosing 
a letter fron i. leo Ribuffo of Fair Lawn, New Jarsey. Miro 


Ribuffo has asked for information concerning the United States 
Matual Security Progranoe 


The single anawer to the question "hy does the United 
States give foreign aid" is of course that in today's world 
this aid is in the best interests of the American peoples Tho 
argument in support of this statement is spelled out in the 


President's message to the Congress of February 16, 1960, a 
copy of which is appendedo 


' Mo Ribuffo has asked if more money is given to poorer 
nations than to wealthier onese Cur cconomic assistance is 
channeled almest entirely to nations which are economically 
underdeveloped and must have foreign assistance to enable 
them to make economic progresse 


The United Arab Republic does not receive any military 
assistance from the United States. Modest amounts of defensivo 
military equipment have been provided to Israel on a reimburacble 


basis rather than ao a grante At his news conference on February 
17, 1960, the President said: 


"The United States, as a matter of policy, 
has never been a majer supplier of arns for Israol, 


and docsn't intend to be, nor to any other country 
in the oraae 


"Ap a matter of fact, I went to the United 
Nations and, making a talk about the whole MideLost 
situation, said if these countries could get to- 
gether in any kind of a program or plan for economic 
covelopment of the whole region, the United States 


would be greatly interested in dealing with the 
whole groupe" 


I have 


The Honorable 
Hubert He Humphrey, 
United States Senate. 
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I have enclosed a selection of material concerning the 
Mutual Securd ty Provram, ineluding the President's MeESuLE 
on the prozram for the fiscal year 1960. I have also ene 
Closed “yr. Wthutfatg letter to vou as vou requested. 


Sincerely vours ’ 


F 
Pal 
é 


“illiam ob, Macomber, Ure 
Assistant Secretary 


Lineclosures: 


le Selected material 
2. Letter from Mr. Ribuffo, 
Vebruary 13, 1960. 


P30PS sBNBrowndr :DP:nd 
Redrafted in HsFKirlinszab 
3/2/60 


~ 


ae For clearances see attached blue 


Dear Senator Humphrey: 


I heave your communication of February 17, 1960 
enclosing a letter from Mr. Leo Ribuffo of Falr Law, 
New Jersey. Mr. Ribuffo has asked for information con- 
cerning the United States Mutual Security Program. 
Theni-yeu—-for-this-opportunity to oxplein-the..vieus of. .. 
the. Department. of State on this subject to Mey -Ribuffo.- 


From the outset I would like to emphasize that the 
Mutual Security Program is in the best interests of the 
American people. It is an effort, cooperative in na- 
ture, through which we are assisting other nations to 
remain free and secure in spite of the efforts toward 
demination being made by international communism. The 
cooperative spirit which marks this program is exempli- 
fied by the fact that our allies have spent $141 billion 
on their own defense while we have contributed $22 
billion in military assistance since the inception of 
the programs in 1947. ‘This may be contrasted with the 
infinitely greater sums which would be required for our 
own self-defense in a world controlled by communism. 


Economic assistance is granted to less developed 
nations in order to help them achieve stable and 
healthy econemic bases on which to erect political 
institutions dedicated te the same principles which 
guide the rest of the free world. Raised standards of 
jiving and increased economic productivity are essential 
in this comection. It is well to note that no nation 
receiving Mutual Security Program assistance has been 
lost to the free world. Mr. Ribuffo will understand 
that this can in no way be construed as an attempt to 
buy friends. 


Nee Pade oi 

“He has asked if more money ia given to poorer 
nations than to wealthier ones, Our economic assistance 
is channeled almost entirely to nations which are 


economically 
The Honorable 


Hubert H, Humphrey, 
United States Senate. 


23 e 


economically underdeveloped, ‘However, seme of the 
smailer, most severely underdeveloped countries are 
unable to absorb assiatanae in the amounts: provided 
by larger nations like India and Pakistan, 


The United Arab Republica does not receive any 
miiitary assistance from the United States, Miidhory 
Sent e Bue nop entitures are released on a. regional 
basis. b t.are generally classified for cach country, 
Hawever,\ve have Lram-time.to tina.providad Aodest 
amounts af defensive military equipmentrt6 Israel, 

vOn-On & reimburuable basis Yather than as 
& grant. ‘At Lis news cenference on February i7, 1960, 
the President said: 


‘the United States, as a matter 
of polley, has never been a major supplier 
of armg for Israel, and doesn't intend 
to be, nor te any other country in the 
area. | 

\ 

Ao & matter of fact, I went to the 
United Nations and, making a talk about 
the whole Wiid-East Bituation, said if 
these countries could get together in 
any kind of\ a program or plan for eco- 
nouic develepment of the whole region, 
the United States would be Greatly inter- 
ested in dealing with the whole group," 


I have enclosed a seleation of material concerning 
the Mutual Security Program, including the Preaident 'p 
message on the program for the fiscal year 1960, T 
have alse enclosed Mr. Ribuffo's letter to you as you 
requested, os 


Sincerely. yours, 
BS) 


NN 


\ 
XN 


William B. Macomber, Jr, 
Asaligtant Seeretary 


Enelesures : 


1. Selected material, 

2. From My. Ribuffo, 

ath Pebruary 13, 1960, 
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Managing Director 
vevelorvisunt Loan fand 


UBT s s5raei i jeieulturai and Irrigation Levelopment 


This is to contiru that the Department of State has no 
objoction on political grounds to consideration by the 
Development Loan Fund of the application submitted on 
February 1b, 196U, by the Government of israel for a loan 
to finances inports required for agricultural and irrivation 
develozient in that country. 


it is understood tiat the application for this project 
is based on utilization of water resources indigenous to 
Israel. inasmuch as the project design would permit ultimate 
integration of these works into Israel's national water plans 
at sone later date, the Department recommends that the Loan 
agreenent should contain a proviso along the following Lines: 
"It is understood that DLF assistance for this project re= 
flects no camitment or engagenent on the part of LF or any 
other agency of the Government of the United states beyond 
that reprusented by this specific project.’ 


a ee, 03 ‘} aie . : ‘ go : 


Ge. Lewis Jones 
Assistant secretary 
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Memorandum of Conversation 7542.5 -/5 P/3-1060 


DATE: March 10, 1960 


3/11/60 
SUBJECT: Israel's Appreciation for . S. Aid (Part IV) 
United States Israel 
The Under Secretary Prime Minister Ben-Gurion 
‘PARTICIPANTS: The Under Secretary for Political Affairs Ambassador Avraham Harman 
iO - Assistant Secretary Wilcox Minister Yaacov Herzog 
NEA - Assistant Secretary G. Lewis Jones Minigter Aryeh Manor 
Nit ~ Armin H. Meyer 
MAR 15 1960 
ee /- io ag a, 3 7 ; 
COPIES TO: 3/8 -2- u/Msc Amembassy, Avie — = 
z -3 B-'7 2. 2 
~ tk To/—- /3 g . 
f ee f \U 9 
3/p - ee Be awe Baad g3 
fea - 2-6-7 7s ag 23 
ME - 25-7 pl = 
XGA — 7 0 ° 2 
=o 
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At the conclusion of a conversation on other subjects, Prime Minister 
Ben-Gurion stated that his advisers were pressing him to express 
appreciation for the extensive aid which Israel has received from the U. S, 
He was pleased to do this. He should like to add that Americans who s 
are working in Israel do not in any way resemble the characters in ie aes 
book "The Ugly American." nih 
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HLESTON, JR... M.C, 
aNTH District 
ALADAMA 


JEFFERSON CouNTY 


Congress of the Gnited States 


House of Representatives 
Washington, DB. C. 


Room 243 
March 12, 1960 


Hon. William B. Macomber, Jr. 
Assistant Secretary of State 
for Congressional Relations 
Department of State 
Washington 25, D.C. 


Dear Mr. Macomber: 


I am taking the liberty to enclose a letter I have 
just received from my constituent, Mr. Max Hurvich, who 
is extremely concerned about the situation in the Near 
East, and, in particular, about the great difficulties 


and potential dangers faced by Israel. 


I would be very much obliged to you if you would 
provide me as comprehensize a reply to Mr. Hurvich's 


general question of what our Government is doing to aid 
Your cooperation in this, as in 
all other matters, is very much appreciated you may be 


Israel as is possible. 


sure, 


With best wishes, I am 


GHjr:ej 


Yours sincerely, 
\ 
G 


ul 
ii : 
eor uddleston, Jr., Myf 7 
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INR TO: Secretary of State 2 
NEA & 
E NO: 878, March 17, 10 a.m. 
TCA b8 
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IRC Reference: CA-6980 |: aagelt? 
CIA ‘ ~ 
OSD Attention invited Embassy Airgram G-83 summarizing GOI five o8) 
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DEPARTMENT OF STATE 


Memerandum of Conversation owe 


SUBJECT: Special Assistance Proposed for Israel, FY 1961 fo goer 


PARTICIPANTS: Franklin Je Schupp, House Foreign Affairs Committee Staff Assistant 
William L. Hamilten, Officer-in-Charge, Israel~Lebanon Affairs 7 


COPIES TO: NEA - 1 cc H-lce 
NE - 2 cc #H -Mr. Brown - 1 cc 
hs -lcec UANSC:Mr. Baxter ~ 1 sc 


7 

on 
NE/E - 1 ce S it 
U 


a 


Mr. Schupp telephoned to say that several Committee members had inquired why 
the Department had reduced the level of special assistance to Israel from the 
FY 1960 figure of $765 million to a proposed $5 million for FY 1961s I recalled 
our proposal to eliminate the figure entirely for FY 1960, in the absence of eco- 
nomic justification, and its restoration later because of its psychological 
importance in U»S.-Israel relationships as revealed by the unfavorable comment 
resulting from word of its eliminations 


favorable, the Department felt special assistance should be continued but in a 
reduced amount consistent with the spirit of the Mansfield Amendment and the 


=< \ 
I went on to say that while Israel's economic prospects for 1961 were no less ‘\ 
reduced appropriation requested of Congresse “VA 


Mr. Schupp called later to say that Representative Leonard Tar stein (Dem.)\N. 
was still curious to know why the Department had chosen to cut the Israel figure 
82,5 million rather than $500,000 or $1 million, etc. 


Yo) 


mi 


After consulting tir. Baxter, who in turn spoke to Mre Bell of ufMisc and 
Mr, Brown of H » L called Mre Schupp and reported to him about as follows: \ 


The reply I had made to him informally was substantially correcte The $5 million 
figure was an effort to reconcile two somewhat divergent objectives: (1) to cone ~ 
tinue a modest level of special assistance to Israel as evidence of continued UsSo 
interest and support, and (2) the Congressional desire to phase out grant assistance 
world-wide, replacing it with loan and commodity assistance, both of which Israel Sie 
had shown considerable facility in adapting to its requirementse oO 


Mr. Schupp expressed sympathy with this viewpoint, but intimated he felt 
ab Congressman Farbstein would be heard again on the matter» 


NEAsNEsh ténsebb NEsMr. Me {in draft) 
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Dear Ure Moss: 


Your letter of March 25, 1960, enclosed an inquiry fron 
Mre We As Glenn as to the amount of aid extended to the Stato af 
Israel by the Government of the United States. 


A table summarizing econamtc assistance to Israel by program 
categories and type of assistance is attached. During the pericd 
from the establishment of the State of Israel in 1948 through 
United States Fiscal Year 1959, United States official econmic 
assistance to Israel in all forms totalled $673 million. This 
total includes sales to Israel of surplus agricultural cemncdities 
for Israel] Pound currency valued at $130.3 million. Fren tho 
proceeds of these sales, the Israel pound equivalent of $91.7 
million had been loaned to the Government of Isresl for economic 
development through the end of FY 1959. 


Aid provided to Israel in this fiscal year to date is about 
$41 million and brings the total, ineluding PL 80 sales, to 
about $714 million. 


liv. Glenn's letter is also enclosed for your convenience. 
If I can be of any further assistance, please feol free to call 


On NL. 


Williem B. Macomber, Jr. 
Assistant Secretary 


Sincerely yours, 


Enclosures: 


1. Teble sumariging : ie ge 
Econenie Assistance. ge Gea 


2. Letter fron Mr. Glem nfles ae 
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JOHN E. MOSS JOHN E. RYCKMAN 
30 District, CALIFORNIA AOMINISTRATIVE ASSISTANT 
WASHINGTON OFFICE: THEDA JACIC 
Room 541 rn ’ PERSONAL SECRETARY 
O10 Housr Orie: BUILDING Congress of the United States Ary 
re ’ of t 
COMMITTEES: House of Representatives react 
INTERSTATE AND FOREIGN COMMERCE lashinat D.¢ P.O. Box 1823 
—— Vurgton, . C, SACRAMENTO, CALIF, 


GOVERNMENT OPERATIONS 


Se ‘é 2 ed et ae 
CHAIRMAN, SPECIAL SUBCOMMITTEE Mar chi al. 5 LY OU RUTH A, HUDSON 
ON GOVERNMENT INFORMATION 


DISTRICT SECRETARY 


ACTION 


is assigned to 


REPLY DRAFTED NEA:NE/E:ESD 
4/1/60 


Mc. william 3. Macomper bel ae ee 


Assistant Secretary of State agen 
for Congressional Relations 

State Department 

Wasnington 25, D. c. 


2 

Dear Mir. Macomber: g 2 
Congressman Moss has asked me to request your 53 
consideration of the attached communication. s+ 
23 

He would greatly appreciate your investigating ra 


the statements at an early date and forwarding him the 
necessary information for reply. 


eee 


Sincerely, 


© Risin 


ohn E. Ryckman 
A nistrative Assistant 
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UNITED STATES ASSISTANCE T) ISRAEL 


The United States has been generous in its economic 
assistance to Israel. From the creation of the state in 
1948 to the present total United States Governmant assist- 
sne@ to Israel amounted to 3715 million (see attached 
summary). Tn the current fiscal year we are extending 
assistance in the form of surplus agricultural commodities 
valued at over $30 million. Weare also continuing our 
Technical Cooperation and grant economic assistance pro- 
grams at about the same level as in recent years. Total 
aid provided this fiscal war (through February 1960) is 
appr-ximately $40 million, The major objective of the 
United States aid program is to assist Israel in achieving 
further economic development and in reducing its dependonce 
on extraordinary external assistance. 


Israel's economic position during the period in which 
Israel has been receiving aid from the United States and 
other sources has greatly improved. For example, Israel's 
per capita gross national product has increased from about 
#450 to more than $1,000 in the past decades the latter 
figure is twice that of any other country in the Near East 
and South Asia region and greater than that of several 


NATO allies, such as Italy and the Netherlands, which do 
not receive economic assistance. 
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ACCESS RESTRICTED 


The item identified below has been withdrawn from this file: 


Folder Title: 784A.5-MSP/1-860 


Document Date: 06/04/60 


Document Ser#: 


MEMO W/ATTS FR JONES TO THE UNDER SECRETARY 


In the review of this file this item was removed because access to it is 
restricted. Restrictions on records in the National Archives are stated in 
general and specific record group restriction statements which are available 


for examination. The item identified above has been withdrawn because it 


contains: 


X Security-Classified Information 
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April 39, 196@ 


Boar Senator Case: 


f have your communication of April 6, 1960, forvarding 
for the Department's attention a eopy of a letter fron 
[ir, ond eg. Hovard 3. Hoses of Audubon, Met Jersey. 
Tir. and firs. Moses discusoed cur policy toward isreel, 
SBUugsCEsed that the United States extend military and financial 
oosintance te that country, and alleged that the United 
States is doing nothing to holp Israel. | 


Tr. and Mrs, Moses are incorrect in their belior p. 
that our Government isn not agGisting Isracl. On the > 
contrary, the United States has been GBenereus in its 


ary 
of this ecenoniec aesistance in the belicr that 1¢ will 

bo of interest to your censtituents, Total United States 
Governnent acsistence to Isreol between the time tho otate: 


valued at over $30 million. fle are also continuing eur // | 
fechniedl Cooperation and grant econsnic assistance at |/ VU) 


Zarael's econsnie position during the peried in which = 
chat country hao boon receiving assistanso fron the Untltcd 
States and othor sources has greatly impreved, Por ezample, 
fareel's per capita gross national product has ineressed 
from about $450 to more than $1,000 in the past decades 
tho latter figure if twice that of any country in the Near 
East and South Asia region and greater than that of several 
HASO allies, such as Ialy and the Notherlands, which do 
nob receive econonic asBlotence, 


an rorard 
NI 
ie 
Phe Honorable iS 
Clitford P. Case, G 
United States Scnate, x 
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{In regard to military assistance, the United States 
Government has consistently adhered to the policy of not 
becoming a major supplier of arms for any country in 
the Near East. As President Eisenhower said at his press 
conference of February 17, 1960: "The United States, as 
a matter of policy has never been a major aupplier of 
arms for Isracl and doean't intend to be, nor to any 
other country in the area..." 


f am enclosing a statement discussing the lean 
recently granted by the International Bank for Recon- 
struction and Development (IBRD) to the United Arab Republic 
for the purpose of effecting improvements in the Suez 
Canal, 


We hope that this information will clarify the 
situation for Mr, and Lirs. Moses. 


Sincerely yours, 4 


William B, Macomber, Jr. 
Assistant Secretary 


Enclosure: 


/selected material. 


Via 
\P:OPS:DFrahme:DP:lv OPS: Twaham 
parg. 2,3 previously cleared NEA/NE-Mr, Hamilton; parg. 4 
previously cleared by ME-Mr. Stookey and NEA/P-Mr. Campbell. 
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SUBJECT 


BP 2355 


att. ltr. Mr. and Mrs. Howard J. Moses, financial 
and military aid to Israel. 
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WASHINGTON, D.c. 
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EXECUTIVE SECRETARY 


April 6, 1960 


The Honorable William B. Macomber, Jr., 
Assistant Secretary of State 

Department of State 

Washington 25, D.C, 


Dear Mr. Macomber: 


Iam enclosing a copy of a letter from Mr. and 
Mrs. Howard J. Moses of Audubon, New Jersey, suggest- 
ing that the United States extend military and financial 
aid to Israel, and that the United States is doing nothing 
to help Israel. 

I should be grateful to have your comments on 


their letter, particularly these two points. 
Sincerely, 


| ChifhaR \? Cote 


Clifford P. Case 
U. S. Senator 
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a 
SUCIECT: Your Appointment with Ambassedor Harman concernine Israel's Arms ee 
Requests - Monday, April 11, at 5 Pome afte 
Br 
Discussion e 
on | 
In anticipation of your disenssion with Amhassador Harman, there is | | 


set forth below the interin response which yon approved with respect to Prime ™® 


wont 7 

Minister Ben-Gurion's arms requests. cn 
oO 

There remains one loose end, the financing of the packaee of electronics ~Y : 
equipment which we vronose to make available to the Israelis. As you know, oN : 
we have not vrevionsly extended crant. military assistance to Israel and the ' ; 
OCB Plan specifically preeludes such grap’, assistance. Embarking on a grant cH ; 
program would thus be a significant shift in our traditional policy and it oOo 
might set a precedent difficult to deal with in the future. Accordingly, our © i 


inclination is to tell the Isrselis that the package of electronics equipment 
will be made available on a cash-reimburseble basis. If it becomes clear that 
the Israelis are wnduly hard pressed, we could consider arranging credit 

terms as we did in the case of the recoilless rifles a year ago. We are also 
exploring possibilities for additional Pl, 480 and DLF types of assistance 
which would help ease Israel's financial burden. 


Recommendation 


1. That you speak to Ambassador Harman along the lines which yon have 
apvoroved: 

a) We have conducted an intensive study of the priority items 
stressed by Prime Minister Ben-Gurion. It is still too early to 
provide a specific answer but we desire to keep Mr. Ben-Gurion 
informed of developments. 


b) Quite understandably Israel asked for Hawks which are of a 
most advanced design and thus at s premium even for our om armed 
forces, I+ seems quite clear that as far as missiles are concerned, 
even if other considerations could be resolved, our entire production 
is spoken for and there are no prospects for supplying missiles to 
Israel in the foreseeable future. 
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c) We were impressed by the Prime !‘inister's defense concerns and 
in accordsnce with the Secretary's promise to he eas sympathetic as 
possible we hope to be able to do something substantial for Israel by 
wey of providing some of the requested early warning electronics 
equiprent. These items form a major section in Isrrel'ts list of 
requested items. Some of this equipment could he made available almost 
immediately while others would be made available as soon as new 
production ard the satisfaction of our own needs vermit. 

¢ 


d) We are continuing our consultations with Defense authorities. 
As soon as a specific packege can be determined, we shall let the 
Israelis know. We shall also have further information concerning 
procurement prospects for the total list of items requested in the 
Embassy's February 9 note. 


2. If the question arises as to how the electronics equipment package 
will be financed, it is suggested that you indicate it will be on a cash- 
reimbursable basis but we will be as sympathetic as possible in seeking to 
arrange credit terms as was done in the case of the recoilless rifles. You 
may wish to add that meanwhile we are studying possibilities for additional 
PL 480 and DLF assistance which would help ease Israel's financial burden. 


Clearance: 


U/MSC - Mr. Bell (in substance) 
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Af 20/90 Memorandum of Conversation 737 Warren 4 Henaencas 


DATE: Ainril 11, 1960 


SUBJECT: Denartmentts Trittia) “esparse *° Tsreelts ennest for Arms Assistance 
m 37 a Sey ~ 1, 
PARTICIPANTS: -23@ “Under Secretary Amhassador fvrahan Harmar, Israel Kmbassy 
NEA - Mr, G. Tewis Jones77 Sinister Yaaeay Yergog, Israel Embassy 
NP Mey USI Gem Ham 14d ° 


iMrister ieyveh Menor, Isrsel Embassy 


COPIES TO: s/s 


NEA - Mr. G. Lewis Jones 
Amembassy Tel Aviv - Ambassador Reid 


Under Secretary Dillon said he had invited Amhassador Narman to come in to 
inform hin of our present thinking on Israel's erms request, as expressed in thea 
Embassy's note of Februery 9 and subsequently modified hy agreement to give 
selected items priority considerstion. Noting that the oriority list hed been 
limited largely to missiles and sir reid warning equipment, Mr. Dillon said that 
the Pentagon had produced n preliminary reports Unfortunately, missiles appeared 
to he unavailable in terms of the immediacy with which Israel had asserted its 
requirements. The Hawk system is set aside for our ow forces whose requirements 
will absorb the supply for several years to come. A more serious bottleneck is 
the availability of facilities for training missile operators. If Israel were to 
receive HNawks immediately after our om reguirements for them had been met in 1963 
or 1964, another year would pass before training slots could be made available 
to Israel personnel. Mr. Dillon also Suggested certain technical limitations, eeg. 
within a small radius and to a height of 35,000 feet Hawks are very effective, but 
they are useless for aircraft flying above that ceiling. 


The Under Secretary went on to say that prospects are much more fevorable 
regarding the electronic warning equipment, i.e. many of the items desired by 
Israel] could be made available in the relatively near future--some immediately 
from existing stocks, ths balance as rapidly as new production permitted, deliveries 
to be completed in perhaps 18 months or two years. These items were now being 
considered in a package by the Pentagon so that we would be in a position fairly 
soon to discuss specifics. The equipment selected would expand Israel's air de- 
fense capability very substantially, specifically by increasing the range of 

| Israel's interception capability. Ba 
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[ Ambassador larman expressed epnrecintion. Referring to the question of | 
missiles, he reeslled thet Primre !Hnister Ben-—Curion had siven this weapon the 
first order of priority and wonld he very mich disappointed if it could not be 
obtained. Was it not possible, Ambassador UYarman wanted to know, for the Depart- 
ment to consider some nertiel satisfaction of the Israel request within a reason-— i 
able period of time? 


Mr. Dillon said that he would not sugrest that any possibility was 
permanently or totally ont of the question. Nevertheless a more positive response 
was not vossible for a considerable neriod and .one wondered as to the utility of i 
speculating about possibilities thereafter. Changes in this field are rapid and : 
unpredictable. He cited the exemple of the Bomarce on which we had placed a very 
high evaluetion end expended = great deal of money, none of which altered the fact 
thet we had heen ohliged to relegate it to the catesory of obsolete weapons. 


! 
Ambassador Harmar referred to 4 recent message from Jerusalem containing 
additional intelligence from very sound sources to the effect that MIG-19 deliveries 
to the UAR will begin perhavs es early as September and not later than the end of 
this year. Furthermore, re said, the UAR has now reached a state of competence 
permitting it to open jet conversion training schools in its own territory where- 
as heretofore it has had to rely on Soviet schools. | 
The Under Secretery recalled that Prime Minister Ben-Gurion had talked a 
great deal about the MIG-19 as a formidable advanced type. Noting that MIG-19's 
_ bomb-carrying capacity is limited, Mr. Dillon said he assumed that the Israelis | 
were not concerned with MIG-19's ability to destroy Israel urban centers but rather 
clearing the skies of the Israel fighters after which bombers would move ine 
Ambassador Harman agreed that this was the basis cf Israel's worry about the 
MIG-19's. | 
{ 


Mr. Dillon said that knowing a little about the competence of the Israel 
Defense Forces, he was confident that Tel Aviv, for example, would not be 
destroyed in a day or two. He asked the Ambassador about the prospects for 
obtaining the French super-super Mystere, the Mirage. Ambassador Harman replied 
that it is his understanding the French are going ahead with production of this | 
aircraft but that it would not be available for two or three years. He adverted a 
to the missile question again, asking if Mr. Dillon would agree to study a more 
modest program on a longer delivery schedule. 


Mr. Dillon replied that the Department is prepared to keep almost anything 
under review but he would not wish to stir up false Israel hopes for a different 
answer in the near future. 


To Ambassador Harman's inquiry as to the possibility of United States 
military establishments accepting IDF personnel for missile training, Mr. Dillon 
reiterated his earlier statement that training facilities represented a more 
serious bottleneck than the availability of missiles. 


Ambassador Harman asked as to a feasible alternative to the Hawk. Mrs 
“case mentioned the British Bloodhound, Ambassador Harman replying he did mot 
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Ambassador Harman sucrested that our *wo covernments establish joint 
nonsideration of nossible elternetives to Israel's missiles requests Ye wondered 
whether Nikes might not he more readily available then Hawks. Mr. Dillon said he 
did not wish to give the imoression that availability is our only problem with 
missilese With the Nikes there is an additional consideration not present with 
the Hawk. This is the fact that the Nike is adsptable to sround-to-ground 
purposes. If the Arabs hecame aware of Israel's acauisition of the Nike they 
would assume Israel had in mind its use against Arab cities and other land targets, 
Furthermore, the weapons are expensive ard in the case of Nikes not too efficient. 
They had little versatility. A Hawk would pursue one target after another as long 
as aircraft were anywhere within its range; the Nike is a one-target weapon. 


Ambassador Herman said it wasn't exclusively a matter of firing missiles. 
Arab awareness of Israel possession of the weapon would have a considerable deter~ 
rent effect. (This thought is somewhat at variance with Mr. Ben-Gurion's 
assurances that Israel possession of missiles could be held a secret indefinitely.) 


Mr, Dillon coneluded by saying he appreciated that the US decision regarding 
missiles would be a disappointment to the Israelis but, having reached it, we had 
at the same time made a sincere effort ir a field that would meterially improve 
Israel's defenses with the least possible delay. 


In answer to Ambassador Harman's question, Mr. Dillon said that Assistant 
Secretary Jones would be in touch with the Embassy to discuss specifics as soon as 
the Pentagon had completed its study of the items in the electronics list which 
could be made available. 


Ambassador Harman asked whet consideration we had given to the economic 
aspects of Israel's request. The Under Secretary replied that grant assistance 
appeared to be out of the question. We had in mind extending credit under, the 
Reimbursable Aid Agreement as with the anti-tank recoilless rifles which were sold 
to the Israelis in 1959. If Israel's economic straits worsened, we could consider 
other assistance, perhaps under PL 480 or DLF. 


Ambassador Harman recalled Israel's recent presentation to the Department 
of its development hopes for the next two or three years designed to cushion the 
impact of the end of German reparations and restitution payments. These wee 
projections might be adversely affected by the burden of arms payments. Mr. Dillon. **.. 
agreed that this was a possibility which required careful attention. He said this.” .: 
Government was most interested in the projections and we sincerely hope Israel will. 
be able to realize them. If it appeared in the future that Israel's projections 
were threatened by defense expenditures, the US might reconsider its attitude 
with respect to economic assistance, but, as the Israelis knew, we did not feel 
it is necessary at the moment. 


: es an Ne ‘ 
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Mr. Manor raised the possibility of purchase with Israel currency. Mr. Dillon: 
was noncommittal, pointing out, however, that we could not accept local currencies. 
under the same provisions of the act that would be employed to extend credits. - 
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letfpe DATE: April 11, 1960 
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SUBJECT: Tsrael Water Conduit and US-Israel Citrus Competition 


PARTICIPANTS: Under Secretary C. Douglas Dillon ~! 
“% Avraham Harman, Ambassador from Israel a 00 
Yaacov Herzog, Minister for Political Affairs, Embassy of Israel SM 
g Aryeh Manor, Economic Minister, Embassy of Israel > 
G. Lewis Jones, Assistant Secretary, NEA ° 
William L. Hamilton, Officer-in-Charge, Israel-Lebanon Affairs e On 
COPIES TO: : ip 4 
: ‘ 9 
s/s | NE = 3 INR | 4 BE = 
G E - Amembassy, Tel Aviv %p 2 
4 Ae Ea ” 
NEA - 2 /RCDLF ! (7) 96, pe oN 
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lS Following a conversation on another subject, Mr. Dillon asked Ambassador 3% _ 
Harman regarding the Department of Agriculture's concern that a DLF loan for the™ 0) 
Central Israel Water Conduit would enable Israel's citrus, which is in effect © 


subsidized, to compete with United States fruit for the European Market. A con= 
versation earlier in the day between the Israelis and Secretary of Agriculture 

Benson was reviewed briefly by Ambassador Harman who said that he and Mr. Manor f 
had presented Israel's views on this issue and felt that Secretary Benson was el 
sympathetic. 


Ambassador Harman said that Secretary Benson had taken particular note of the 
following points: 


le Water to be carried by the central conduit would not irrigate new citrus 
plantings. The acreage benefiting had been planted to citrus two, three and four 
years ago and had been irrigated from water sources now being depleted by urban 
development. Investments represented by these plantings could not be written off 
and water would be supplied from one source or anothers 


2. Israel is still trying to re-establish pre=Palestinian War export levels, 

In 1938-39 Palestine exported 186,000 tons of citrus products. The current figure 
is only 310,000 tons. For years now Israel has been devoting its efforts to 
rehabilitation of old groves and it will be some time before it will be possible 

to achieve an increase over pre-War levels. (Mr. Dillon asked if some increase foe 
in exports is not contemplated as a result of conduit irrigation. ‘tO 

arman replied that this would be the case in another ee r [four ears DB 

(the young plantings of several years ago begin to bear®frui o) \ 
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3. There is no real exchange rate advantage accorded by the Government to | 
citrus exporterse As a matter of fact, Israel's citrus growers feel they are 
discriminated against in comparison with other exporterse The tourist exchange 
rate of £2.16 to the dollar is paid only on that portion of citrus export 
receipts which represent "added value." The citrus exporter is paid at the rate 
of £1,80 to the dollar for that portion of cost of production which has a foreign 
exchange component. This is calculated at 25%, representing foreign exchange 
expenditures for such things as pipe, chemicals, etc; the remaining 75% on which 
he is paid at the full tourist rate of 42.16 is proportionate to the input of 
local resources such as labor, land, etc. Mr. Manor gaid that the free market 
rate is 2.5 to the dollar, all of which indicates that the citrus exporters! 
economic position, relatively speaking, is by no means a favored onéo 


he According to recent indications from Minister of Finance Levi Eshkol, by 
the time the citrus watered by the conduit produces fruit Israel will have one 
exchange rates 


Mr. Dillon commented that these factors should be of assistance in the 
Department of Agriculture's consideration of the problemo 
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Considerations for Your Conversation witn Mr. Miller of 
Agriculture Department re DLF Conduit Loan for Israel 


FROM 


SUBJECT: 


Discussion: 


We have discussed with Israel Embassy representatives the questions. ‘ 
raised by Agriculture concerning possible impact on certain Isracl crops 8 
of the DLF Conduit Loan. In particular, we inquired about citrus crops 
including a possible subsidy to citrus exporters and cotton production. 


sey 


Following our discussions Saturday afternoon, April 9, Israel 
officials promised to supply us with detailed explanation on these points 


based on inquiries to Tel Aviv. However, no reply has yet been received 
from the Israel Embassy here. }; 
a 
In discussions with Israel Embassy offiecrs certain information rd 
emerged which might be helpful in your discussion with Mr. Miller. 


Recommendation: 3 

J 
That you draw on material in the attached memorandum to indicate “™ 

to Mr. Miller the Israelis’ views on the three aspects of the impact 

of the loan about which Agriculture has expressed concern. - 
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Attachment: 


Memorandum re DLF Conduit 
Loan for Israel. 
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Information and Views Supplied By Israel Embassy 
On Citrus and Cotton Aspects of Conduit Loan April 9, 1960 


1. The Israel government does not consider that it subsidizes the 
export of citrus and Minister of Finance Eshkol has been under great pressure 
from the citrus growers because of this fact. In general, Israel exporters 
get a premium over the official rate (LI 1.80) of LI 0.85 per dollar of 
added value whereas citrus exporters get only LI 0.36. (Comment: These 
figures are consistent with information supplied in Embassy Despatch No. 648 
dated March 30.) LI 0.36 happens to be the same premium tourists receive. 
It is generally recognized that the international value of the Israel 
Pound is in the area of LI 2.40 to LI 2.50 to the dollar. There is no 
doubt that if a devaluation were to take place it would go beyond the rate 
given citrus exporters at present. Because of other complicating factors, 
an official devaluation is not anticipated in the near future at least. 
Meanwhile, it is incorrect to regard the premium given citrus exporters 
as a subsidy. 


2. The Israel government is aware of U.S. sensitivity in regard to 
citrus and has considered incorporating a statement in their application 
to the effect that none of the additional water carried in the conduit 
would be used on citrus groves. This would be technically feasible because 
half of the water is for industrial applications and the additional water 
could be taken off the line for general agricultural use without being 
applied to citrus. They decided this would be an unnecessary and perhaps 
misleading refinement particularly since none of the water involved in this 
project is to be used to bring in additional citrus growth. 


3. Israel officials are at a loss to understand U.S. pre-occupation 
with cotton because Israel is a long way from being a cotton exporter 
and, in fact, utilizes significant quantities of U.S. cotton and U.S. 
cotton textiles for both domestic consumption and export of textile manu- 
factures. 
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tater as United States! requirements were met and the supply situation eased. 
The Hawk, he said, is vital to the correction of the imbalance wich is 
developing in Israel's armed strength vis-a-vis the Arabse 


Mr. Jones replied he would take note of this suggestion but, as Mr. Dillon 
had pointed out, our willingness to keep the matter under review should not be 
interoreted as a suggestion that a different decision might be forthcoming. 

The more one studied the Hawk availability question the more difficulties 
emerged, In addition to our own needs we have NATO requirements as well as an 
arrangement to pool comncnents which have many nationa] origins. Then again, 
the scientists are ccnstantly producing new modifications vhich keep the weapon 
in a state of change and flux. 


Mr. Herzog referred to Mr. Dillon's statement that another serious bottle- 
neck is the cuestion of training operators of Hawk equipment, training facilities 
being so crowded that even if other considerations were favorable, Israel could 
not hope to be allotted training slcts until 2 year or more after it had obtained 
the missiles. Mr. Herzog said it is Israel's understancing that training is 
given to teams of operators who are trained as a unit rather than as individuals. 
Tf it is not possible to accept units composed entirely of Israelis, perhaps 
one or two Israel electronics experts might be attached to other yroups so that 
Tsrael could begin to acquire technical competence while waiting +o obtain the 
equipment itself. 


Mr, Jones was non-committal, merely steting that while he was also prepared 
to make a note of this point, he believed training facilities would be wholly 
absorbed by our own and NATO requirements for some years to comes 


On the availability of the electronics equipment which we are prepared to 
furnish the Israelis, Mr. Jones commented he may have been unduly optimistic 
in suggesting final details might be supplied by the Pentagon in 2 week or ten 
days as he had suggested at the meeting with the Under Secretarye Subsequent 
inquiry had revealed that although the necessary data are being pursued with 
real industry, a somewhat longer time may have to elapse. The equipment falls 
into three or four categories of probable availability--some now, some in six 
months, some in a year or eighteen months-~so that preperation of a firm time- 
table on deliveries and a price schedule is something of a taske 


Mr. Herzog expressed complete understanding.» 
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Memorandum of Conversation 
DATE: April 14, 1960 


SUBJECT: Israel's Arms Request Recategortzed ag 
Category “A” 


JAN 15 {966 
PARTICIPANTS: Yaacov Herzog, Minister, Embassy of Israel pene. 7 
Moshe Erell, Counselor, Embassy of Israel_ oo! Barren 4, Henderson 
Ge Lewis Jones, Assistant Secretary, NEA ey 
Parker T. Hart, Deputy Assistant Secretary, NEA 
William Le Hamilton, Officer~in-Charge, Israel-Lebanon Affairs 


COPIES TO: s/s 
NEA - Mr. G. Lewis Jones 
Amembassy Tel Aviv - Amb. Reid 


| Mr. Herzog informed Assistant Secretary Jones that Prime Minister Ben-Gurion | 
had asked him to express his deep gratification for the offer of electronics 
equipment made by Under Secretary Dillon in a conversation with Ambassador Harman 
on April 11. Inasmuch as the financial aspect is very critical to Israel, 
Mr, Ben-Gurion also wished to note with the utmost appreciation the Under 
Secretary's suggestion that some economic assistance would be considered. 


Mr. Herzog added his Government hopes that in pricing the items the Pentagon 
will exercise the discretionary power it has to adjust prices to the greatest 
extent possible in Israel's favor. He said he understands that the Pentagon has 
a choice of pricing items somewhere between a high replacement value and the much 
lower level possible if items are surplus. Mr. Jones commented that while there 
might be some flexibility, his admittedly limited knowledge of this aspect of the 
problem indicated clearly that the items the Israelis have designated are not at 
this time in the category of surplus equipment. 


Mr. Herzog recalled Mr. Dillon's inquiry regarding the availability of 
British Bloodhounds, and stated he has learned Ben-Gurion was informed in 
Britain that this missile would not fill the role the Israelis had in mind for ite 


According to Mr. Herzog, Mr. Ben-Gurion is disappointed with United States 
inability to provide Hawks and had noted that the Secretary had given him some 
encouragement to believe they might be available at some later datee Accordingly, 
Israel would be most grateful if the United States would keep it under review 
and, if it is impossible to provide the Israel request for a full six batteries, 

| perhaps we might make available one battery in the near future, filling it out 
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April 14, 1960 between 
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a 
Dear Clarence: 


I would like to bring to your attention certain additional 
elements bearing on the implications of the proposed Development 
Loan Fund loan to Israel referred to in your letter 


4 

In conversations with us, Israel Government representatives 
bave given assurances that the land to be irrigated by the Central 
Conduit is not newly planted to citrus. ‘They state that there will 
be no new planting of citrus as a result of this project. They 
further state that the citrus acreage which will benefit from this 
project was planted tuo, three, and four years ago, and has peen 
irrigated up to nov from water sources which are being depleted 
by urban development and vhich will be replenished by waters made 
availeble through the Conduit. 


According to the Israelis, estimated citrus exports for the 
current year of 328,000 metric tonsa ere still substantially below 
Palestinian exports in the 1938-1939 season of 486,000 metric tons. 
In other words, the Israelis are still trying to recover the export 
position enjoyed by the Palestine citrus industry 20 years ago. 


With regard to the export premiun paid on orange exports, it 

is eignificant to note that israel exporters in general receive a 
premium of LI 0.85 per dollar of edaded value over the officiel 
rate of LI 1.80, whereas citrus exporters receive the considerably 
lower premium of LI 0.36. ‘The Israel Government has hed under 
consideration the unification of its exchange rates for sane time, 
and, while an official devaluation is not anticipated in the near 
future, there seems to be no doubt that if this vere to take place 
the rate established would be above that now received by citruo 
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exporters. ‘The value of the Israel pound in the free market is 
ayproximately LE 2.45 per dollar, and the exchange rate currently 
afforded to tourists is LE 2.16. These considerations suggest 
that on a relative basis the citrus exporters’ position in Israel 
is not a favored one. 


With regard to cotton, the indicated increase in production 
of 2,900 baleo seems very small indeed in relation to indicated 
United States stocks of eight million bales, and should not, there- 
fore, be regarded as an overriding factor in the consideration of 
thin leon. This cotton will be for domestic consumption and after 
taking this increase into account Isreel is expacted to continuc 
to buy a substantial portion of its modest requirements fren the 
United States. 


It would be appreciated if you would reconsider ycur position 
on this proposed loan in light of the foregoing considerations. 
Taking into account these factors, together with wint we consider 
to be overriding political considerationa in United States-Ioracl 
relations, the Department of State favors granting thio loan. 


Sincerely yours, 


Bawin M. Martin 
Beputy Assistant Secretary 
for Economic Affairs 
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I would Like to bring to your attention certain additional 
elements bearing on the implications of the provosed Development 
Loan Fund loan to Israel referred $o in your letter of April 8, 1960, 

In conversations with us, Igrael Government representatives have 
given assurances that the land t6 be irrigated by the Central Conduit 
is not newly planted to citrus.\ They state that the citrus acreare 
which will benefit fron this project Was planted two, three, and 
four years ago, and has been irrigated\yn to now fron water sources a 
which are being depleted by urban development and which will be Ah 
replenished by waters made available through “the Conduit. a oe 


According to the Israclis, estimated citrus exports for th: 


current year of 328,000 metric tons are still substantially belay Ss) 
Palestinian exports in the 1933-1939 season of 436,000 metric tons. . rae 
In other words, the Israelis are still trying to recover the export ie 
position enjoyed by the Palestine citrus industry 20 years ago. —_ 


With regard to the export oremiun paid on orange exports, it is 
significant to note that Israel exporters in general receive a premiun 
of II 0.05 per dollar of added value over the official rate of Li 1.80, ; 
whereas citrus exporters receive the considerably lower premium of ae 
LI 0.36. The Israel Government has had under consideration the unifica- 
tion of its exchange rates for sane time, and, while an official de- 
valuation is not anticipated in the near future » there seems to be no 
doubt that if this were to take place the rate established would be 
above that now received by citrus exporters. The value of the Isreel 
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pound in the free narket is approximately LI 2.45 per dollar, and the 
exchange rate currently afforded to tourists is ll 2.16. These con- 
siderations suggest that on a relative basis the citrus exporters! 
position in Israel is not a favored one. 


With regard to cotton, the indicated inerease in production of 
2,900 bales seems very snall indeed in relation to indicated United 
States stocks of eight million bales, and should not, therefore, be 
_regarded as an over-riding factor in the consideration of this loan. , 
jisracl 4s not likely to be in a vosition to export cotton for severil i 
/years and, meanwhile, Israel is expected to continue to buy a sye-_ | 
/ stantial portion of its modest requirenents from the United 5 ates. | 


\. this proposed loan in light of the foregoing considerations. Taling 
into account these factors, together with what we consider to be 
over-riding political considerations in United States-Israel relations, 
the Department of State ray “t2-sarantv;— BOCES 


fe 
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/ Deputy Assistant Secretary 
; for Beonomic Affairs he 
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House Foreign Affairs Committee, in Report No. 146k on bill to amehd z 
Mutual Security Act, expresses opinion (on page 33) that Special Assistéhea 
to Israel should be maintained in FY 1961 at same level as in 1960. Report 


forwarded to Embassy April 21 under cover Transmittal Slip addressed for 
attention Murat Williams, 


CO 
Number of legislative and administrative steps remain before final = 
determination FY 1961 allocations Special Assistance to individual coun : 
tries. Committee reoort not binding on Executive but normally followed 1 
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SUBJECT: Israel's Application to DLF for Loan for Telephone Equipment 2 
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Mr. Salmon expressed some embarrassment for his Government over the ee 
developments attending GOI's application to DLF for an $8 million loan ee 
for the procurement of telephone equipment. He stated that DLF had 
informed the GOI that Eximbank had expressed a willingness to consider 
a loan for this purpose and that, therefore » the DLF was relinquishing 
its interest. While professing pleasure at GOI's credit worthiness ’ 
exemplified by Eximbank's receptivity, he claimed his Government was 
reluctant to finance this equipment through the Eximbank because of the 
resulting increase in Israel's foreign exchange indebtedness. Israel is 
concerned about the present magnitude of this component of the balance 
of payments and does not want to increase it when an alternative exists. 

In fact, rather than assume an additional Eximbank loan, he thought At, 

probable the Israeli Government would buy the equipment from the ate 

which is the traditional supplier of this type of telephone equipmént ~* 

and can furnish it at a lower price. He also referred to an application * 

which the Embassy was discussing next week with the Eximbank for a loan 

to finance prosurament of Boeing aircraft. te & » 
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SUBJECT: Citrus Exports Ag Factor in Consideration of DLF Loan for Israel 
_ Central Conduit 


i 
PARTICIPANTS: Yaacov Herzog, Minister, Israel Embassy 


Moshe Ereill, Counselor, Israel Embassy cai fey ) By 
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[ (In an April 15 conversation with Assistant Secretary G, Lewis Jones, | 


- Herzog said he had been instructed to inquire as to the Status of DLF con 


Sideration of Israel's application for a loan with which to construct th 
Water Conduit, Principa 


O982-r/4sn-s> VVSZ 


In a conversation on other matters, Mr, Herzog inquired if there had been eat, 
further developments with respect to Israel's DLF loan application. Mr, Hamilton 
replied that the Department of Agriculture had accepted Israel's assurances that 
the citrus to be irrigated by the Conduit would not represent new plantings nor 


increase exports, With this obstacle disposed of, consideration of the loan applica 
tion was Proceeding in a normal way. © 
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I mentioned to Finance Minister Eshkol and Foreign Minister 
Meir this morning importance of refraining publicity on 

DLF Board/NAC action re 15 million GOI loan application 

for agriculture and irrigation development. They both 
assured me they quite understood any publicity now would 
be highly undesirable. Mrs. Meir added: "What we want now 


is water not publicity." 
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MEMORANDUM FOR MR. ROBERT &. CUSIMIAN, JR. 
OFFICE OF THE VICE PRESIDENT 


Subject: United States Official Assistance to Isracl 


In response to your request for information for use by the Vice 
President in hin television appearance May 15, the Department is pleased 
to fish the enclosed statistics on United States cconomie assistance 
to Israel. 


\ 


From the creation of the stste in 1946 to the present, total United 
States Goverment assistance to Israel has excunted to just under $715 
million. ‘This total includes sales to Israel of surplus agricultural 
eamodities for Israel Pound currency valued at $160.5 million. Fron 
the proceeds ¢& these sales, the Ierael Pound equivalent of approximately 
$110 million has been loaned or granted to the Goverment of Isrecl for 
economic development. 


In fiseal year 1959, United States assistance in the form of loans, 
grants and supply of surplus agricultural cammedities anounted to $62.2 
millien. This 1s at about the average level at which wo have becn aiding 
Israel amally since ite establishment in 19h8. 


fo date in fiacal year 1960, United States aid has reached approirie 
mately $40 million including PL k80 snles. Isrecl also has applications 
currently under consideration by both the Development Loan Pund and the 
Export-Import Bank. 


wee 


Masco og¢t-G/dSW eee 


The major cbjective of United States aid to Ierncl is to assist that 
country in achieving further economic developeent end in reducing its 
dependence on extraoniinary external assistance. 


Yorael’s economic position during the peried in whieh Israel has becn 
recoiving aid from the United States and other sources hes greatly improved. 
for example, Isreel's anal per capita gross national product has increased 
from about $450 to more than $1,000 in the past gecade; the latter figure is 


Waser bh 


tuice that of any other country in the Near East and Scuth Acia regien end 
greater them that of several NATO allies, cuch as Italy and the Hetherlonds, 
ghich do not receive econanie assistance. 
‘ Ae you may know, we have hesitated to give much publicity to the $7215 
racers a a Tornel aid figure. The reason in thot what makes for good publicity 
BAR 
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at home creates real problems abroad--in this instance in our relations 
with the Arab countries who chronically charge us with excessive fPavor- 
itism toward Israel. 


‘Llliem 3. Macomber, Jr. 
Assistant Secretary 
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UNTZED STATES ECONOMEC ASSISTANCE TO ISRAEL 


Grand Tota} Through April, 19U0--$713.5 Million 


Cumulative FY 1960 


Thru FY 1959 Thru April 
In Millions of nagieea) 


Mutual Security Progran 


Technical Assistance 9.4 L.A 
Development and Special Assistance-Loans 40.0 - 
Development and Special Assistance-Grants 252.4 LS 
Totel MSP 301.8 8.9 
P.L. 480 (Surplus Agricultural Commodities ) 
Pitle I - Sales for Local Currency 130.32/ 30.22/ 
mMtle IIT - Donations 51.7 45 
Yoan of Currency Arising From Triangular Trade 2:9 - 
fotal P.L. 4&0 154.5 30. 
Development Loan Fund - Leans Total 23.0 3/ 
Export-Duport Bank Loans - Total 162.24/ 3! 
GRAND TOTAL 673- 40.1 


1/ Through FY 1959, the Israel Pound equivalent of $91.7 million of procecds 
from these sales had been loaned to the Goverment of Israel for econoalc 
development. 


2/ Of which, local currency equivalent of $14 million is to be loaned and 
$4.2 million is to be granted to Israel for economic development. 


3/ Applications for loans to Israel are under consideration by both the 
Development Loan Fund and the Export-Import Bank. 


& 


Export-Import Bank loan repayments through December 31, 1959, totaled 
$51.8 million. 
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La ee be b(e 
FROM : NE--William L. Hamiltony sfufe 


suBjEcT: Your Appointment with Israel Counselor Moshe Erell (3:00 p.m. today) 


STANDARD FORIA NO, G4 


DISCUSSION : 


Moshe rell called late yesterday to say that he would like to 
see you on one or two points in our note which Ambassador Harman 
would like clarified before he makes his report to Jerusalem on his 
conversation with Lewis Jones. I think he may have in mind (1) whether 


we are still considering the other items on the Israel list; (2) the ~ 

propriety of their Service Attaches! approaching the Pentagon infor- O 

mally and in advance of a specific request for the electronics; and aN 

(3) how they proceed with the technicalities of asking for the > 
electronics. ° 

O1 

RECOMMENDATIONS: —o) “s 

yo ci 

I think you might consider answering as follows: 

1. Consideration of Other Items: The United States meant to ™~ 

indicate the general scope and character of its response in the nots “i 


handed to Ambassador Harman Tuesday. However, we are prepared to 


continue consideration of Israel's eligibility for those other items N 
listed which are defensive in character. S 
2. Re Informal Discussions Between Israel's Service Attache and O 
Pentagon: This question sti as a very high security classification. 
Implicit in the conversations proposed by the Israelis is a much wider 
dissemination than we regard as compatible with the subject's present 
classification, ts 
3- Re Technicalities of Ordering Electronics: After determining = 


the items it wishes to purchase, the Embassy should submit the usual 


note requesting purchase under the provisions of Section 105 of the 
Mutual Security Act of 1954. In view of security considerations, 
however, this note might be hand-carried rather than transmitted in 


the customary ways 
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CONFIDENTIAL _ ” 
June li, 1960 
To : The \cting Secretary 
re i 3 vf 
Through:  $/5 i ine 
Yrom ss: NEA - G. Lewis Jones ; 
Sub ject: "Hays-Douglas Amendment" Determination for Israel 


Discussion: 


On April 26, 1960, the DLF Board approved a $15 million loan to 
Israel for the "conduit project". Negotiations for the loan agreement 
are in progress, and a DLF negotiator is planning to visit Tel Aviv 
the week of June 13-17 to carry on these discussions. In addition, 


negotiations are in progress for a supplementary PL 480 Title I progran 
in the amount of $7.4 million. 


Continuance of the above negotiations makes desirable a determina- 


tion as to the possible impact of section 2(f) of the Mutual Security 
Act. 


As you are aware, section 2(f), known as the Hays-Douglas Amendment, 
provides that it is the sense of Congress that (1) assistance under the 
Mutual Security Act and Public Law 480 shall be administered to give 


effect to the principles of freedom of navigation and economic cooperation; 


and (2) in all negotiations arising under the two Acts these principles 
shall be applied, as the President may determine. It is to be noted that 
clause (1) has been construed, on the basis of both legislative history 
and logical statutory construction, to contain by implication the phrase 
“as the President may determine" which is expressly included in clause 
(2). These Presidential functions are delegated to the Secretary by 
section 101 of Executive Order 10610, as amended, and to you by Depart- 
ment Delegation of Authority No. 85, as amended. 


While the legislative history makes it clear that the intent of 
Congress was directed toward Suez transit restrictions and boycott actions 
practiced by the Arab states, section 2(f) is drawn in a fashion which 


gives it worldwide application. A general determination is under pre- 


pakation for your consideration covering global aspects of the problem. 
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Meanwhile, however, it seems necessary to reach a determination with 
regard to the possible application of section 2(f) on the specific 
negotiations currently in course with Israel. 


In brief, the question is whether Israel engages in any policies 
or practices which do not give effect to principles of freedom of 
navigation and economic cooperation or which could be considered as 
“economic warfare" within the meaning of section 2(f), and, if so, 
whether an effort should be made as part of the negotiations now in 
progress to endeavor to achieve a change in these policies. 


In connection with ship charters arranged by the Israel Government 
for transporting PL 480 Title I cargoes to Israel a clause is included 
in the charters prohibiting the vessels from calling at Arab ports. 
This provision is approximately parallel to similar restrictive 
clauses included in charter parties undertaken by the UAR Government. 
While this constitutes a restriction on "preedom of navigation", it 
may be contended that this restriction does not arise from Israeli 
initiative but rather is a prudent commercial protection arising from 
the Arab boycott without which the cargoes would undergo risk of seizure 
should the vessel call at an Arab port. The Israel Government also 
maintains security measures along its borders and on the seas near its 
coast which have the effect of blocking economic cooperation with the 
neighboring Arab countries. However, preliminary examination of the 
Israeli laws and regulations does not indicate that the Israel Govern- 
ment enforces restrictions against the Arab countries in 4& manner 
comparable to those enforced by the UAR with respect to Suez canal 
transit and by the Boycott Office of the Arab League with respect to 
general trade. 


In connection with the general determination on a global basis 
referred to above, the Embassy at Tel Aviv would be instructed to make 
a careful review of the full range of the Israeli policies and practices 
falling within the purview of section 2(f). Meanwhile, it would seem 
appropriate to continue negotiations for the DLF loan, the PL 480 
Title I supplementary program, and other less important negotiations 
under the Mutual Security Act and Public Law 480 currently in progress. 


Recommendations ; 
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Recommendations: 


That pursuant to Department Delegation of Authority No. 85, as 
amended, you determine that the Department's efforts to give effect 
to the principles of section 2(f) of the Mutual Security Act shall. 
not be introduced into the conduct of negotiations with Israel for 
(1) the DLF conduit loan (2) the PL 480 Title I supplementary agree~ 
ment, or (3) other negotiations under the Mutual Security Act or 
PL 480, including Cooley loans, which are currently in progress, or 
into the administration of the assistance ensuing therefrom under 
the Mutual Security Act or PL 480. 


Concurrences: 
L - Mr. Hager (draft) u/MSC - Mr. Bell DLF - Mr. Hutchinson 
; (informed ) 
H - Mr. Macomber 


L/DLF - Mr. (@tones 


Approved: te Se 


Disapproved: 
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Memorandum of Conversation Ws7 Warren A. Henderson 


= DATE: June 24, 1960 


SUBJECT: Israel's Arms Request 
Recategorized as 
PARTICIPANTS: Ambassador Avraham Harman, Israel Embassy Categor y “A” 
NE ~ Armin He Meyer" September 15, 1986 | 


NE - Will L. Hamilton . 
oat . Wa/ Warren A. Hendersen 


COPIES TO: 3/8 
NEA 
Amembassy Tel aviv - For ambassador Reid 


a Ambassador Harman noted that Foreign Minister Golda Meir would be | 
arriving om Sunday, June 26, and meeting with the Secretary the following 
day to discuss Israel's arms requirements. He reviewed his conversation with 
Under Secretary Dillon of June 15 which had dealt principally with the 
economic aspects of the problem, and remarked that his Government had been 
most encouraged by Mr. Dillon's encouraging treatment of the question of 
additional assistance under the Development Loan Fund. He informed Mr. Jones 
that, consistent with Mr. Dillon's suggestion that any specific proposals 
Israel had in mind could be discussed informally, the Israel Economic Minister 
Aryeh Manor had arranged an appointment with Deputy Assistant Secretary 
Donald D. Kennedy. Mr. Manor had a number of proposals for projects. 


s ‘v7f3L 
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Mr. Jones indicated that his Bureau was prepared to discuss Israel's 
proposals in a tentative and informal way but emphasized that basic responsi- 
bility lies with Development Loan Fund officialse 


eIpre- sy 


S 


Ambassador Harman said that Mrs. Meir would also hope in her conversa~ 
tions with United States officials to obtain some very preliminary estimate 
of the possibilities for special and contingency fund assistance. Mr. Jones ; 
expressed understanding of Israel's interest in this question but said that 
conjecture of any kind would be futile, all other considerations aside, until 
the appropriations legislation had been enacted. 


In conclusion, Ambassador Harman soliloquised briefly on what he ; 
| described as the strangeness of Israel's fortunes. Were it not for the Arab 
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problem, the United States would regard Israel, by virtue of its attitude 
and tenets, as a country in the United States! camp. Israel understood 

U. S. reservations but the existence of the Arab problem meant that a 
country which otherwise might hope to be armed by the United States had to 
deal with its defense problem virtually on its ow. In 1953 Israel had 
proposed a U. 5.-Israel Mutual Security Pact. Israel knows and understands 
why the United States hesitated but acceptance would have meant that Israel 
would not today be obliged to assume the tremendous burden it is now 
undertaking. 


Mr. Jones commented that the area's preoccupation with arms generated a 
tragic wastage of resources badly needed for other purposes. The UAR and the 
other Arab states, he said, are under the same sense of strain as the Israelis. 
Acquisition of a superior weapon by one creates a demand for similar weapons 
in the minds of the other, and the unfortunate result is a widening spiral 
in an oexpensive arms race. 
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June 28, 1960 Memorandum of Conversation 


DATE: June 27, 1960 


SUBJECT: Tsraalts Request for Military Asaistance 


United States Tsrael 


A ———— . . 
PARTICIPANTS: The Secretary Foreign Minister Golda Me 
The Under Secretary > Ambassador Avraham Harman 


COPIES TO: Category “i ‘ 


= 


Wea - Assistant Secretary &. Lewis Jones * } Minister Aryeh Manor 
Ns - Armin H. Meyer vg 
NE - William L. Hamilton Recatezorized ac - 


wet” 

Septem a 

s/s Ys/ Ware, 15, 1966 
NEA 


on A. AEMWosaGn | —— 
Embassy, Tel Aviv (EYES ONLY for Amb. Reid) 


amare 
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Mrs. Meir renewed Tsrael's request for military assistance after an ex~- 
change of amenities in which the Secretary congratulated her on receiving 
honorary degrees at the University of Wisconsin and Smith College and she ex~ 
pressed Israel's deep appreciation for the position taken by Ambassador Lodge 
in the Eichmann debate at the Security Council. 


Mrs. Meir reported that Prime Minister Ben-Gurion was very pleased by his 
meetings with the President and the Secretary. She added he was grateful for 
the time and thought the United States Government had given to Tsrael's prob- 
lems, as well as for the generous offer of early warning equipment. However, 


Prime Minister Ben-Gurion's request for Hawk missiles and 2) the question of 
financing the large additional expenditures which the acquisition of arms 
would entaile 


@ Israel remained seriously troubled by two questions still outstanding: 1) 


Mrs. Meir said there was little she could add to the presentations made 
by the Prime Minister and Ambassador Harman except to say that recent inter- 
national developments have not been such as to permit any diminution of Israel's 
concern, She enumerated the UAR's continued acquisitions of military supplies; 
intelligence reports that military headquarters in Cairo had a unit consisting 
of a Soviet general and his staff; reports of Syrian units being trained at the 
brigade and divisional level in the use of chemical warfare}; Nasser's unrelent=- 
ing bellicosity; and the failure of the Summit which might send the Soviets in 


L pursuit, not of war, but trouble in the Near East with Nasser as a willing 
agente 


She described 
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ie She described the Hawk as the only weapon currently available which could 

| meet Tsrael's particular circumstances of having only four airfields and no 
defense in depth. Only the Hawk could assure Israel of getting its aircraft 

\ santo the air and having fields for them to return to after combate She e8x~ 
pressed appreciation of production difficulties but urged that Israel be 
assured now that Hawks would be supplied when they became available. In the 
meantime Tsrael wanted some of its personnel given training so that they would 
have the necessary technical competence when the missiles themselves became 
availableo 


The Secretary remarked that training facilities are at least as difficult 
a problem as the availability of the weapon. Personnel qualified to instruct 
in its use are committed for a long time to comes He added, however, that 
Israel's problem was under study continuously 


Mrs. Meir said that the Prime Minister had been most happy with the as- 
| surances he had received that sympathetic consideration would be given to his 
requeste The Secretary replied he had not been in a position to talk about 
specific weaponse His assurances were with regard to the sincerity of this 
government's desire to help. 


Mrs. Meir turned to the financial aspects of Israel's arms modernization 
program and indicated the importance of Israel's continuing its present economic 
development and progress towards economic independence. The Government had 
revised its investment Law and done a8 much as it could to provide a climate 
attractive to private 4nvestment which, she said, is beginning to respond in an 
encouraging manner. Each new investment in the private sector attracts the 
interest of otherse Tf it were necessary to interrupt this process in order 

to divert resources to armaments not only would progress be slowed in the Gov- 
ernment sector's capital investment but private investors from abroad would be 
seized with new misgivings. ; 


The Secretary pointed out that Mr. Dillon and Ambassador Harman nad dis= 
(cussed economic aid prospects but the United States was seriously encumbered 
at the moment by the perennial question of what Congress would give the Depart~ 
ment to work with. The end of the Congressional period is always difficult, 
he said, and this year is no exception. The Administration cannot predict what 
final form the Appropriations Act will assumee 


Ambassador Harman and Mrs. Meir underscored the desirability of assistance 
lot a sort which would provide immediate budgetary supporte United States. 
assistance on projects which are eminently desirable from Israel's standpoint 
but which can be delayed two or three years is not the answere What is 
required is assistance that will enable Israel to continue projects of a high - 
priority which would have to be suspended this year 4£ Israel were obliged: to 
finance arms purchases with its own resourcese et 


difficulty this year extending aid of the nature Israel has in mind. To an 


| Under Secretary Dillon said the United States will have considerable 
i even greater than heretofore, the law ties the United States closely | 


to specific 
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There is a real need for greater flexibility, and 
legislation is being prepared for consideration by the next Administration 
recommending criteria more similar to those of the Export-Import Bank for 
development loans. Ina year's time, he added, this might make it easier to 
consider the type of assistance Israel desires, 


Reverting to missiles, Mrs. Meir inquired whether there is any prospect 
for training of Israel personnel in manning the Hawk. Both the Secretary and 
‘Mr. Dillon held out little or no encouragement, the latter commenting that 
training capacity is committed until 1962 or 1963, 


Ambassador Harman said that what is indicated, perhaps, is a "gradualist" 
approach, a scheduling of dates on which various phases of training might be 
undertaken. The Secretary stated that prospects are not bright, developments 
in the weapons field being so rapid and unpredictable that a commitment today, 
according to the scientists, would be meaningless tomorrows 


The Under Secretary remarked on the impracticability of placing reliance 
on any one weapon. Even if Hawk missiles were available to Israel by 1963-6) 
her potential enemies might by then have acquired surface to surface missiles 


thus rendering the Hawk worthless inasmuch as it is purely an anti«aircraft 
weapon. 


Mrs. Meir emphasized the importance of Israel maintaining a certain 
parity with the Arabs, qualitatively, rather than numerically. Israel had no 
fears of the MIG 17 but the UAR now has or soon will have the MIG 19, and be~ 
yond that is the MIG 21. Mr. Dillon observed that United States technicians 
were more optimistic concerning Israel's position vis-a-vis the MIG 19, con~ 
sidering it as only fractionally superior, if at all, to the Super Mystere, 
the balance being redressed by the superior training of Israel personnel. He 
added that if Israel were to receive the French Mirage it would have something 
United States technicians consider far ahead of the MIG 19. 


The Secretary said that the Department had a full appreciation of Israel's 
very difficult defense problem and does not like to appear to be dragging its 
heels. It will keep Israel's request under review, he said. 


Mrs. Meir concluded by asking the Secretary if she could inform Prime 
Minister Ben-Gurion that what was said to him, during his visit here, still 
stood as a commitment. The Secretary repeated that his commitment was in 
terms of sympathetic consideration of Israel's problem. 
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Memorandum of Conversation 


DATE; June 29, 1960 


SUBJECT: Israel's Proposals for Development Loan Fund Financing 
oe 
PARTICIPANTS: Mr. Aryeh Manor, Economic Minister, mmbassy of Israel 


Mr. Avraham Salmon, Economic Counselor, Embassy of Israel 
NEA ~ Donald D. Kennedy 
NE/E - noch S. Duncan 


COPIES TO: NE/E (2 ec) ae 
OPIES TO aE tide) AC 
NEA (3) 
INR (1) SS - (&).2 
tre (8) E - (1) 
i@A-DLF (1) AmEmbassy, Tel Aviv - (1) 


Mr. Manor called to describe various projects for which Israel proposes 
to request DLF financing. In soliciting Mr. Kennedy's views, Mr. Manor 
said he wanted to mention that DLF's present approach did not seem too well 
suited to requirements of countries having more advanced economies. DLF and 
Mutual Security Program procedures are good for countries in which develop- 
ment of basic facilities such as roads or a few essential industries are the 
immediate requirement. Israel has reached the stage in economic development 
in which the situation does not lend itself to the "monumental approach". 
Development is spreading throughout all sectors in a multiplicity of forms. 


Israel proposes to seek DLF financing for the following purposes and 
amounts: (1) Industrial Development Bank of Israel (IDBI) - $10 million 
for relending for development of industrial enterprises; (2) financing 
import of basic raw materials for manufacture of capital goods ~- an 
unspecified amount to be channeled through the IDBI; (3) petro-chemical 
projects - $6 million, mainly for polyethylene production facilities; 

(4) project for completing development of certain existing agricultural 


settlements - ‘9 million; and (5) various regional irrigation projects 
including the Beit Shehan Canal - $6 million for import of materials fron 
the US. ee 


Ny 
a 


Mr. Manor described each of the projects in considerable detail, A 
summary of his presentation of each project is given at the end of this 
memorandum. ar, Eee 
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rly. Manor said that resumes of each of the projects were being prepared 4 
by the Israel Embassy and copies would be supplied to Mr. Kennedy by Mr. 
Salmon later in the week. fe recognized that the presentation of the 
projects was now in an incomplete stage in that detailed engineering and 
other studies were required by DLF for its consideration of projects, 
but these would be accomplished in due course. Mr. Manor said that Mr. 
Dillon had suggested that Israel representatives would find it useful 
to go over their proposed projects with representatives in NEA before 
presenting them to DLF. When Mr. Kennedy had had time to review the presentation, 
Mr. Manor would be most grateful for his views. 


Mr. Kennedy emphasized that the channel for application for DLF 
financing is directly to DLP. Also, the Department is: not equipped to 
evaluate the technical and related merit Of proposals. He would, of course, 
be pleased to go over the resumes promised by Mr. Manor. 


With respect to specific projects mentioned by Mr. Manor, Mr. Kennedy 
observed that the proposal for financing of raw material imports seemed 
to fall in an area which was difficult for us because of lack of flexibility. 
Certainly DLF would not make any loans that were in the nature of providing 
working capital. In response to a comment by Mr. Manor that India afforded 
a precedent for raw materials financing by DLF, Mr. Kennedy observed that 
DLF did not favor the type of financing which had been involved in one case 
in India and, in any event, did not intend to make more loans of that nature. 
Also, the Indian example had been tied to materials for a specific project 
or program. He was sure that DLF could consider proposals of this kind from 
Israel only if special justification within DLF's terms of reference could 
be provided. 


Mr. Kennedy noted that Israel's proposals for loan to the Industrial 
Development Bank and for the proposed petro-chemical project appeared in 
principle to be within the purview of DLF. DLF would, of course, examine 
the projects on their merits. 


With respect to the Israel proposals for financing imports for the 
agricultural settlements and various irrigation schemes, Mr. Kennedy 
asked why Israel did not have recourse to the Export-Import Bank facilities. 
Mr. Manor said Israel's objections in this case were two-fold: (a) length 
of term of repayment and (b) requirement for repayment in dollars. 


Mr. Kennedy observed in this connection that Israel's per capita incame 
and standard of living had risen to heights which compared very favorably 
with most European countries. The improved situation is a welcome develop- 
ment but it also calls for accepting greater responsibilities. 


Mr. Manor said he recognized that this was so but suggested that the 
foreign exchange repayment obligations of Israel were already quite high. 
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summary of Mz. Manor's presentation of projects: 


(1) Industrial Development Bark of Israel: Mr. Manor recalled the 


history of IDBI including US guidance on the role of private capital in the 
institution and with respect to other institutional features. IDBI has 
received two loans of $5 million each from DLF - a total of $10 million - 
and these funds are almost entirely committed. He explained that procedurally 
there is very considerable lag between the time that IDBI commits itself 

to sub-borrowers for a project and arranges for issuance of import licenses 
and the time that DLF finally disburses funds under the loan agreement. 
Specifically, the DLF has disbursed only about :51.5 million of the IDBI 
loans; whereas orders have actually been placed for $6 million of imports 
by sub-borrowers and #9 million in import licenses have been issued. 

Israel therefore feels that application for a further $10 million is 
appropriate at this time. 


(2) Raw materials import financing: Israel proposed that DLF make 
a loan to the IDBI for re-lending to finance the foreign exchange cost of 
raw materials for fabrication into capital items required by various 
economic development schemes. As illustration of capital goods produced 
in the country, Mr. Manor mentioned electric motors and steel pipe and 
said that the quantity of capital items produced in Israel is considerable. 
He did not quote a specific sum as a proposal for a DLF loan for this 


purpose. 


(3) Petro-chemical project: Agreement has been signed with a US 
company, North American Services and Construction Company, for construction 

of a polyethylene plant. A contract has also been signed with the Haifa 
Refinery for ethylene supplies sufficient to produce 6,000 tons of polyethylene 
annually. A polyethylene plant and associated facilities in the refinery would 
involve a total investment of $9.5 million, of which ‘6 million would be 
foreign exchange proposed for DLF financing. In reply to Mr. Kennedy's 
question, Mr. Manor said the US company would provide part of the equity 
investment and would seek other private capital in both the United States 

and Israel. Mr. Manor estimated that 40 percent of the polyethylene production 
would be utilized by existing industry in Israel. Disposal of the other 

50 percent would present no problem because, according to Mr. Manor, the 

world market is very large. 


(4) Development of existing agricultural settlements: Mr. Manor 
described the project as the consolidation of existing agricultural settle- 


ments. The project related to 156 "settlements" or "villages". There are 
approximately 12,000 individual holdings or small farms operated from these 
settlements. He emphasized that most of the operation was on an individual 
basis, only marketing of produce and purchases of supplies and equipment being 
done on a cooperative basis. The needs of these settlements include 
completion or improvement of water distribution facilities, additional 

farm tools, cold storage facilities and the like. The contemplated total 

cost of the project would be the equivalent of $116 million of which $23 
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million represented foreign exchange for imports, only about $9 million of 

which could be procured from the United States. In recognition of the 

"Buy America" policy of DLF, Israel would seek a loan for about $9 million. 
(5) Various regional irrigation projects: lr. Manor said that these 

projects were for the development or completion of facilities for utilization 

of miscellaneous indigenous water resources. These projects were in the 

same category as the irrigation development financed by the Ex-Im Bank 

loan of 1958; they had no connection with the conduit project or Jordan 

water. Mr. Manor emphasized that the projects did not envisage the 

bringing of new lands under cultivation. Rather, the plans were designed 

to give adequate water supply to lands where presently available water 

supply is less than 50 percent of real requirements. The projects would 

add about 105 MCM to present supplies. The water would come both from 

additional wells and from flood water reservoirs to be developed particularly 

in the south. The total cost of this Group of projects was the equivalent 

of $40 million, of which #12 million would be import of materials and 

{o million could be procured from the United States. 


Responding to Mr. Kennedy's question as to the location of the various 
projects, Mr. Manor noted that the Beit Shehan Canal scheme is included 
at a total cost of I.L. &S million. 
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against appropriated doliavs. Suggest Treasury confirm 

exact amount funds available and on what terms. 


Most promising general categovies of supplies and equipment 
which might be available fcr purchase are building con- 
struction materials and transpoxtation equipment , primarily 
rubber products and electrical equipment. However, foreign 
exchange component comprising cost of dsorted raw materials, 
fuel, amortization of spare pasts and transportation must be 
paid US dollars ox other hard currency. Government officials 
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[ Mr. Manor had recently returned from a three weeks' trip to Israel where 73 
4) he had developed further information on Israel's proposals for DLF financing. “sel 
He had initially described these proposals to Mr. Kennedy on June 29. There 1 
had also been some changes in financing plans for a few projects. he 
‘on 
He reaffirmed Israel's intention to pursue applications for the Industrial Cc 
Development Bank of Israel (IDBI), the petro-chemical project, the program CO 
for agricultural settlements, and various irrigation schemes. (N.B. Per 


Mr. Manor's conversation on June 29, these three project groups would involve 
requests for $31 million in DLF financing. He did not revert to his previous 
proposal to include financing of import of basic raw materials for manufacture 
of capital goods. Mr. Kennedy had indicated that financing of import of raw 
materials for industry did not seem to fall within DLF terms of reference. ) 


Changes in financing plans included a proposal that DLF finance foreign 
exchange requirements for the projects for port extensions at Elath and Haifa, 
$23 and $2-$3 million respectively. Israel had originally proposed these to 
IBRD for financing, but in the course of the negotiations now going on, IBRD 
had indicated a preference to concentrate on the port at Ashdod. 


Also, Israel had expected to obtain about $9 million financing from US 
agencies for the electric power generating program of the Palestine Electric 
Company. It was subsequently determined to place the orders in Germany because 
of price. Now, it had been discovered that American suppliers would be 

| Se for part of the equipment, such as transformers. 


Accordingly, i 
US agency, presumably DLF, financing would be sought for about $14 million. 
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Another proposal for DLF financing would be $2-$24 million for the 
railway system. The railroad administration had decided to standardize 
on American equipment. There had been some experimentation with German 
and other equipment which had been found to be unsatisfactory. The exact 
amount of financing that would be sought would be dependent on the degree 
to which the railroad administration program for modernization might be 
approved by the Israel Government fiscal authorities. 


Mr. Manor noted that Israel also had pending with DLF a project for 
approximately $8 million worth of telecommunications. DLF now had all of 


the information required, and action awaited only preparation of staff 
papers in DLF. 


‘In the course of discussion, Mr. Manor noted the following details 
regarding projects covered in the June 29 conversation. 


Industrial Development Bank of Israel (IDBI). Israel authorities had con- 
firmed that IDBl had definite comnitments for $6 million and informal under- 
takings for a further $4 million utilizing DLF loan funds. The entiro ten 
million from previous DLF loans to IDBI would be committed by November. 

Mr. Manor observed that lengthy procedures had to be consumated prior to 
reimbursement by DLF. This accounted for the fact that DLF probably had not 
more than $14 million in requests for reimbursement at this time. 


Petro-chemical Projects. The petro-chemical proposals will be given first 
priority and Israel hopes to choose an engineering firm in the U.S. by 
October. Somes doubt had arisen re plans to employ a polyethelyne process 
belonging to a Swiss firm when it was discovered that the only plant 
operating on the process was located in the U.S.S.R.- Those doubts had 
been removed, however, when it was discovered that an American firm was 
now building a plant in Louisiana to operate on those principles. This 
restored confidence that operative and comparative technical experience 
would be available. Mr. Manor noted that the petro-chemical plans 
included production of polyvinylchloride. 
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a Folléwing a reference in another connection by Mr. Manor to the US 


technical assistance program in Israel, Mr. Kennedy asked for Mr. Manor's 
views on the program. 
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Mr. Manor said Israel generally felt the system involved too mich 
administrative overhead, and he believed this view was shared by Embassy 
and USOM officials in Tel Aviv. Generally, the Israel Government felt that 
technicians should be attached directly to the relevant ministries. There 
should be more recourse to contract services for individual technicians, 
particularly for those whose specialized services were required for a short 
time for a specific purpose. Also, there was some feeling that there is 
duplication of staffing in the technical assistance administration. . 


Mr. Kennedy inquired if, in view of Mr. Manor's comment, consideration 
should be given to eliminating the technical assistance program in Israel. 


Mr. Manor responded that Israel desired to continue the activity, finding 
a@ number of the operations to be most valuable. The business-management teams \ 
had been very well received. Work in the development of tourism was excellent. 
Israel wes pleased with the report on the Industrial Bank. He thought Israel 
would have continuing need for short-term contract specialists. While Israel 


recognized that it had highly qualified technicians in many fields ) there 
were a number of gaps. 
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Mr. Gazit opened the conversat, 
an upsetting meeting at DLF the 
details, Mr. 


Mr. Salmon explained that 
counsel regarding Israel's tele 
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Mr. Salmon said that, in a sense, 
could say there would be absolutely no 
If Israel sought 
procurement included in the pir application, 
of financing other projects would be reduced. 
note that about $5 million worth of procurement 
tions plan was committed for financing by suppli 


facilities available. 
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Mr. Salmon said that supplier credits available were for quite short 
terms such as four or five years and at higher interest rates than they 
hoped to have from DLF. The question of what was reasonable, alternative 
credit was a matter of judgment. Hidden costs made supplier credits mich 
higher in cost than the nominal interest rate would suggest. Coupling 
all of this with Israel's basic foreign exchange difficulties made supplier 
credits an unreasonable alternative in the circumstances. Mr. Salmon added, 
in response to a question, that Israel's foreign exchange reserves, while 
admittedly growing, were offset for purposes of the present consideration 
by the comparative enormous foreign exchange debt of Israel, and the amount 
of "secret" deposits by foreign nationals. 


Mr. Gazit said he could now explain why he had referred to this experience 
of Mr. Salmon's as "upsetting". Israel regarded the telecommmications loan 
application as a "test case" to determine if DLF was indeed a suitable channel 
for US aid. Mr. Gazit said that in recent conversations between the Israel 
Ambassador and Mr. Dillon it had been made clear to Israel that it should 
rely more on DLF in the future and that it could expect considerabiy more 
aid through that channel. Mr. Gazit also referred to the Secretary's recent 
letter to the Prime Minister. Now, Mr. Gazit said, Israel has found that 
DLF is applying inelastic criteria. Israeli representatives recognized 
there were certain rules such as the "Buy American" policy which would not 
generally be waived. They were hoping, however, that they would not encounter 
aifficulties on every loan that they endeavored to negotiate. Mr. Gazit 
accordingly called on Mr. Kennedy, hoping he would look into the question 
and let him know the results so Israel would know whether it could rely on 
DLF for the dollar resources so urgently needed to replace exchange diverted 
to other purposes. 


Mr. Kennedy said he recalled the conversations to which Mr. Gazit 
referred. While he would inquire into the matter, he did not believe that 
anything that had been said to Israeli representatives could be taken to 
mean that any legal or regular requirements in DLF procedures would be 
generally waived. 


Mr. Kennedy said he was unhappy with Mr. Gazit's description of the 
telecommnications loan question as a "test case". As a matter of fact, the 
problem had nothing to do with the general attitude of the US with respect 
to its readiness to ald Israel. Mr. Kennedy emphasized that DLF works 
within a well defined legal framework. DLF is required to assure itself 
that reasonable, alternative sources of financing are not available, and 
DLF mst make its judgment on the basis of facts presented to it. The DLF 
staff was carrying out procedures calculated to establish the appropriate 
position in this case. He hoped, therefore, that Mr. Salmon would present 
to DLF the position of Israel as he had described it and support his 
presentation with such details as vere relevant. 
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Mr. Gazit said that he did not mean that the teleconmunications 
problem was a test case in terms of US attitude, rather that it was a test 
of DLF's capacity to meet Israel's needs. He wondered, however, in view 
of difficulties such as these, whether DLF would meet Israel's requirements. 
Mr. Kennedy said he thought this was a question that Israel should consider 
and that it should present its projects with due recognition of existing 
limits on DLF's flexibility. He recalled that the last Congress had reduced 
the flexibility of DLF somewhat. 


Mr. Salmon said the question was really one of interpretation of 
what constituted reasonable terms. Mr. Kennedy renewed his recommendation 
that Mr. Salmon present Israel's views and relevant detail to DLF. Mr. Gazit 
persisted that he needed to know what would happen if DLF's response to 
Israel's presentations were negative and a deadlock resulted. Mro Salmon 
remarked laughingly that they had not yet had a deadlock -- that they always 
kept on "dickering". Mr. Kennedy said he thought that the sort of speculation 
which Mr. Gazit seemed to have in mind was premature. 
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oo ae oR Embassy. Tel Aviv - Ambassador Reid 

~ Embassy Cairo — Ambassador Reinhardt 


The Israeli Ambassador had me to lunch today. Surprisingly, he was 
accompanied by Mordechai Gazit, the new Minister. At a quiet table at the 
La Salle du Bois we talked for nearly an hour and a half. 


By and large the conversation was urbane and general (the more I see of 
Av Harman the better I like him). They did not raise the telecommunications 
loan request to the DLF or ask anything in particular. 

The following points emerged: 

1. The Israeli Embassy had received only this morning a telegram from 
Cyprus indicating that Israel and Cyprus would exchange Ambassadors. This was 


a great source of satisfaction. I expressed pleasure at this develonmeny, 


2. I pointed out that the needs of Africa south of the Sahara for 


peeletcuee are so great that since our resources have limits, some of our regular 


clients "such as Iran and Pakistan" (by implication Israel) should realize 
that the limelight was shifting and that unless appropriations were aincyeased 
they might have to do with less American assistance. 


= 


fon 
3. Ambassador Harman said that there was some internal agitate bn ik! 
Israel with regard to taxes. I asked: "Are your taxes being increased or 
being reduced?" They laughed and said that they were being increased 


proceeded.to tell me about the very high purchase taxes which operated inf Israel 


|__which made the price of a Lark automobile approximately $10,000. 
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hk, It was towards the end oi the lunch that Harman told me on 4 | 
“personal basis" that Mr. Ben Gurion had been "deeply disappointed" by the 
Secretary's letter. The defense problem of Israel persisted and along with 
the defense problem the problem of paying for Israel's defense. Harman 
implied that Ben Gurion had been "hurt" by the Department's attitude. He 
said that he (Harman ) tried to be as objective as possible and tried to see 
our point of view but Israel was in a very exposed position and had to bear 
the responsibility of preparing for an attack from Egypt. He said that no 
one could assert that Egypt would not attack Israel even though the USG 
believed such an attack would not occur. 


I replied that what was really happening was an “arms race" between 
Israel and the UAR. I said that whoever had released to the newspapers in 
Paris that Israel would receive Mirage aircraft had done Israel a considerable 
disservice since this had accentuated Nasser's desires to obtain MIG 19s. 

I said it was not true that Egypt already head MIG 19s as had been mentioned 
during the visit of Ben Gurion but in Nasser's mind, since Israel was to get 
Mirages, MIG 19s must be obtained for the UAR. Even if the UAR got MIG 19s 
they would still be inferior to Mirages. I said that if Israel obtained 
more sophisticatdd weapons (meaning rockets) this would be only another rung 
on the ladder of the arms race. I said that "Nasser would gell his soul" 

to match Israel's newly acquired power. This would mean Israel would have to 
top anything that Nasser got. 


I told Harman that it was a fact in the situation that the success of 
the Israelis in the camapgin in Sinai had been so crushing that this had left 
in the minds of the Arabs an inferiority complex "which you can stand on". 
I said that the UAR, as I knew the thinking there, gave Israel now 6 tremendous 
capability far in excess of their own and this in part accounted for the 
various wild statements emanating from Egypt end indicative of an inferiority 
complex. 


I said that if there were any logic in the world it seemed to me that it 
might be possible to "freeze the situation": to have both the UAR and Israel 
volunteer to forego the acquiring of new weapons provided there was adequate 
internationa}] inspection. I was not so naive as to believe this would happen 
but it would have many advantages from the point of view of both parties being 
able to release funds for economic development which sere otherwise wasted on 
arms. 


Harman said that the concept of "freezing the situation" was a good one 
in broad terms. However, Nasser did not freeze the situation. His periodic 
speeches definitely thawed the situation and kept matters stirred up in a 
way which could not be ignored by the Israelis. I said that there was & 
considerable element of internal politics, I thought, in some of Nasser's 
pronouncements and that they should not be taken too seriously. 


Te lunch broke up with my restating to my two hosts the image used 


recently by an Arab diplomat. He said: "you ask us to be friends with Israel - 
to in fact receive them in our house. This 4s like asking a man to receive | 
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another man who had raped his daughter. The rape may have occurred some time 
ago. All the father wants to do is to forget the affair: to think that it 
never happened. Being forced to have contact with the raper reminds him 

of the old wrong". I said that I thought there was something to this speaking 


in psychological terms. It showed dramatically at least part of the problem 
with which we had to deal. 
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[ Ambassador Harman reviewed the chronology of Israel! 
from DLF a 20-year loan of $8 million at 343 to assist in 
exchange costs of a major telecomminications project. The Ambassador recounted 
his Government's great surprise and concern on being informed Aucust 23 of the 
“informal decision" of the DLF not to grant this loan on the grounds that 
commercial credit from alternative Free World sources was available at reason- 
able terms. Ambassador Harman stated that Israel could not agree that alterna. 
tive sources of "reasonable" credit were available. At the time of its formal 
application for this loan in March of the current year, Israel had pointed out 
that it intended to finance some of the foreign exchange costs of this project 7] 
by short-term suppliers! credits, but that Israel's short-term foreign exchange 
indebtedness and balance of payments position precluded utilization of commer—«- mo 


s efforts to obtain 
financing the foreign ®& 


appeared some pos- ¢-. [- 
ited Kingdom might be ! 
available for an eight to n i 


ine year period at the then prevalent rate of 5% ors 
6%, Israel had felt it essential to seek DIF financing, £9 [T] 


changed considerably since 
t Dliers' credit from the 
United Kingdom could not b i i 


ip rate of about 82 or 9%, with a cash down payment of 25%, Ambassador Harman 


said that at these terms Israel would have to give up a portion of its tele... ie 
»Communications-project-unless it c ould receive “He hoped, 
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Votes: that there might be further study of the informal decision of the | 
DLF as communicated to his Embassy on August 23. He further hoped that in 
considering this matter Acting Secretary Dillon would take into consideration 
Israel's over-all critical foreign exchange position--during the current year 
alone, foreign debt repayment and servicing would require an expenditure of 

$110 million--and that Israel's request would be dealt with in the spirit of 
previous discussions with Prime Minister Ben-Gurion and Foreign Minister Meir. 


The Acting Secretary said that the Department's record of the chronology 


of the present loan application wag substantially in agreement with Ambassador 
Harman's review, is record attested the expeditious consideration which had 
been given to Israel's request and which was in accord with United States 
sympathetic and generous over-all response to Israel's development needs, 
However, DLF operated under strict provisions of law. As the Israel Government 


had clearly been given to understand, one of these provisions prohibited the 


make sure that it could fully justify its actions to Congress. In this instance, 
there did appear one indication in the Department's record that a contract 

for suppliers! credit had earlier been arranged, only to be broken after DLF 
financing came to appear a possibility. If this was in fact the case, justi- 
fication to Congress of the DLF loan to the telecommnications project would 

be a problem, However, if this was not the case and there had been a substantial 
change in the terms of suppliers’ credit availability since presentation of 

the formal Israel request in March, thug altering the facts of Israel's appli. 
cation, there would appear grounds for a re-examination by DLF, If there had 
been such a change, he would suggest that these considerations be put to either 
the Department or DLF in the form of a memorandum. The Acting Secretary 

assured Ambassador Harman that such a memorandum would be given prompt study. 


Mr. Salmon assured Mr. Dillon that Israel had at no time concluded a firm 
contract for suppliers' credit on the equipment which would be purchased with 
the $8 million sought from DLF, 


NOTE: On August 31 Mr. Kennedy 'phoned Mr. Salmon re Mr. Dillon's suggestion 
that the Embassy put to DLF by memorandum any additional information with 


Mr. Salmon said that Amb. Harman had this morning sent to Mr. Brand of DLF 
relevant information in a letter, that he had an appointment with Mr. Brmd 
this afternoon, and that he would leave a Copy of the letter with the 
Department sometime later today. 
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|. Mr. Erell referred to previous conversations with Mr. Meyer regarding the | 
increasing danger of an unanticipated and possibly sensational press leak con- 
cerning the recent $15 million DIF loan for Israel's central water conduit. Mr. 
Brell explained that Prime Minister Ben-Gurion had called in the editors of 
Israel's newspapers in January, 1960, to inform them of the DLF loen and to 
admonish them against publicity in this regard. To date, this admonition had 
been successful in restraining the editors from taking the initiative in pub- 
licizing the loan. However, this admonition could not have the effect of pre- 
venting publication in the event that an enterprising correspondent got hold of 
the story. At the time cf Mr. Erell's last conversation with Mr. Meyer, he had 
infomed the latter that one correspondent had discovered the facts and had been 
restrained from publishing them only after considerable efforts by the Foreign 
Ministry. Very recently, there had been a second instance of a correspondent's 
getting the story. Fortunately, this correspondent also had approached the 
Government, and again the lid had been held on. 
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Mr. Erell said that the Israel Government felt that it would be unlikely to 
be so furtunate again. ‘While. .it,,would continue its efforts to prevent Sere 
it believed that it would be” in ‘thé “interests of both Israel and the Unit ? 
States to anticipate unexpected publicity by the issuance of an offi “ @ lease. 
If the United States concurred, Israel would propose that, as the time! approached 
when the loan could: ‘no’ 2ipger beheld. secret, the editors of Israel's Seen 
again would be called in to be told that they could proceed withgpubit cation’ of Goes 
articles reporting a DLF loan of $15 million for agricultural and 1 irrigationgate 


OWE & [i] 


Cp EZO fond In ROMs dasiroyed 


| IND ITISZ2. 
nstosty VND TH \AAK 


' ARA Date 
| py ODN 
semanas 


REPRODUCED AT THE NATIONAL ARCHIVES 


penients, Ag “acatided noegthja Nse of the anngiit SO earrr Jordar water, | 
| renie e 7 } 5 t 2 6 : : = 2} 
the aditang weld he advisad ta write orjuw that . lLaeal ir “ication proiact 

‘ > prod 


at the sort heing urdar! elken With the nregens DLE inar sould naturallir he 
Linked te whatevan “ational water system mich+ aventnall-- be develoned, 


Mr. Erell stressed than in big Government!  -riew a coordinated and 
modified relesse of the sort, ervisaged would he the hest way to avoid 
sensations] publicity, Althourh the Zs~ge] Covernment would hold to 
its present. proaserintion on publicity for eg lore as it could, it was felt 
that time had virtuall:r run out, 


Mr. Thecher commented that the Israel Government is, of course, the 
best judge of its ow ahility to continue its present understanding with 
the Israel press, Undeniabl:r, Mr. Erellts proposal had certain definite 
merits, particularly if it seemed likely that the press would restrict 
itself to the guidelines given it by the Government, if it could place the 
present loan in the context of other United States loans previously given 
Israel for similar purposes, and if speculation relating the size of the 
condnit to any possible use in carrying Jordan waters could be avoided, 
At the same time, the United States had certainly hoped it would prove 
possible for the Israel Government to continue the present effective 
arrangement with the Israel Press. Since this entire problem had been, 
as Mr. Erell was aware, one of particular concern to Mr. Meyer, Mr, Thacher 
would propose to take this up immediately following Mr, Meyer's return from 
leave the following week. Meanwhile, in view of the possibility of a further 
deterioration in the situation in Jordan and the reaction which the announce- 
ment of the DLF conduit loan might have on the more tense situation in the 
area, Mr. Thacher asked that the Israel Government continue to prevent any 
publicity whatsoever for at least the next week or ten days, 


Mr. Erell asked about progress on the US-financed East Ghor: project 
in Jordan, expressing the opinion that early completion of this project 
involving the use of Jordan waters might ease the Arab reaction to 
Israel's water development programs. Mr. Williams replied that a contract 
for the construction of the distribution Canal system for the first phase — ee 
of the East Ghor project had just been concluded. It was anticipated that — >a 
this work might be completed in approximately six months. _ yh eae 


Commenting on the developments in Jordan following the assassination |. 
of Prime Minister Majali, Mr. Erell Said that, while the Jordanian Army 
head so far been very effective in maintaining calm, a possible attempt 
against King Hussein was feared. . 
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Subject: DLF Loan to Israel for Agricultural and Irrigation 
Development 


The Development Loan Fund has approved an irrigation and agricultural Pe 
development loan to the Israel Government in the amount of $14 million. os 
The loan will be repayable in local currency within twenty years at an 
interest rate of 33% per annum. This loan is essentially an extension ) » 
of previous United States assistance to Israel's development of its Ad 
agricultural and local water resources. 


The loan is to assist Israel in financing foreign exchange costs of Uy 
& project for construction of facilities and acquisition of equipment for a: 
transporting water from deep wells in the Western Galilee hills north of “N 
Haifa southward to the Tel Aviv-Jaffa metropolitan area where heavy urban ‘: 
and agricultural uses have depleted local sources. The project as approved ! 
for U.S. financing involves water originating in the Israel coastal water- “I 
shed. UO; 

oO 

You are authorized to draw on the foregoing in the event inquiries are 
received in regard to this loan. Posts should release as little of this 
information as may be necessary to insure the matter's attracting the least o 
a possible public attention. There should, of course, be no effort to initiate 
pee publicity regarding the loan. Ue 
Only) en 
FYI. The sensitive nature of the loan derives from the fact that the 

project includes a conduit which has a diameter of 108 inches, considerably 
larger than necessary for transporting indigenous coastal waters. Quite 
understandably, a capacity of this magnitude has been provided for in 
anticipation of this conduit becoming a permanent part of any network 
developed to distribute the water Israel may eventually obtain from any 
gource to which it has legal access. : 
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Consistent with long-standing policy, the United States favors 
constructive exploitation of water resources in the area to the greatest 
common good. The United States continues to favor the development of the 
Jordan under an international unified plan, such as the one envisaged by 
Ambassador Eric Johnston in his discussions several years ago with the 
Governments of the countries riparian to the Jordan River. However, the 
latest loan to the Israel Government is made solely within the framework 
of Israel's development of indigenous waters, an objective with which the 
United States Government is fully in sympathy. It does not represent a 
commitment or endorsement relative to any Israel proposal or plan for the 
utilization of Jordan water. 


The Israel Government has agreed to a policy of minimm publicity for 
this loan and, insofar as the Department is aware, there has as yet been no 
public reference to its conclusion. However, the DLF included the basic facts 
in regard to the loan in one of its regular unclassified reports to Congress 
on its activities, and it is anticipated that the Israel Government will 
shortly publish a necessary legal announcement in its Official Gazette which 
will make reference to the loan without signifying its purpose. Members of 
the press corps in Israel are understood to know of the existence of the 
loan but the Israel Government has so far obtained their cooperation concerning 
publicity. It is not impossible, therefore, that inquiries may be directed 
to United States officials from correspondents who are already in possession 
of the basic facts on the loan. END FYI. 
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Subject: DLF Loan to Israel. for Agricultural and Irrigation 
Development 


The Development Loan Fund has approved an irrigation and ayricultural 
development loan to the Israel Government in the amount of $14 miliion. 
The loan will be repayable in local currency within twenty years at an 
interest rate of 33% per annum. This loan is essentially an extension 
of previous United States assistance to Israel's development.of its 
agricultural and local water resources. 


The lona is to assist Israel in financing foreign exchange costs of 
& project for construction of facilities and acquisition of equipment for 
transporting water from deep wells in the Western Galilee hills north of 
Haifa southward to the Tel Aviv-Jaffa metropolitan area where heavy urban 
and agricultural uses have depleted local. sources.‘ The project as approved 
for U.S. financing involves water originating in the Israel coastal water- 
shed. 


You are authorized to draw on the foregoing in the event inquiries are 
received in regard to this loan. Posts should release as little of this 
information as may be necessary to ingure the matter's attracting the least 
possible public attention. There should, of course, be no effort to initiate 
publicity regarding the loan. 


FYI. The sensitive nature of the loan derives from the fact that the 
project includes a conduit which has a diameter of 108 inches, considerably 
larger than necessary for transporting indigenous coastal waters. Quite 
understandably, a capacity of this magnitude has been provided for in 
anticipation of this conduit becoming a permanent part of any network 
developed to distribute the water Israel may eventually obtain from any 
source to which it has legal access. 
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Consistent with long-standing policy, the United States favors 
constructlve exploltetion of water resources in the area to the greatest 
common good. The United States continues to favor the development of the 
Jordan under an internstional unified plan, such as the one envisaged by 
Ambassador Eric Johnston in hig discussions several years ago with the 
Governments of the countries riparian to the Jordan River. However, the 
latest loan to the Israel Governusnt. is made solely within the framevork 
of Israel's development of indigenous waters, an objective with which the 
United States Government is fully in sympathy. It does not represent a 
commitment or endorsement relative to any Israel proposal or plan for the 
utilization ef Jordan water. 


The Israel Government has agreed to a policy of minimm publicity for 
this loan and, insofar as the Department is aware, there has as yet been no 
public reference to its conclusion. However, the DIY included the basic facts 
in regard to the loan in one of its regular unclassified reports to Congress 
on its activities, and it is anticipated that the Israel Government will 
shortly publish a necessary legal announcement in its Official Gazette which 
will make reference to the loan without signifying its purpose. Menbers of 
the press corps in Israel are understood to know of the existence of the 
lean but the Israel Government has so far obtained their cooperation concering 
publicity. It is not impossible, therefore, that inquiries may be directed 
to United States officials from correspondents who are already in possession 
of the basic facts on the loan. END FyI. 
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UNITED STATES GOVERNMENT 


Memorandum 


TO : NWA--Mr. G. Lewis Jones 
FROM : NS@ew-Armin Hi. sven (Wl 
SUBJECT: Public Announcement of ns low for Israel's page tg 


Ever since our agreement F 
loan for Tsrael's Central Wafer sorduit, we have insisted on no oubligity L 
because it is so conspicuoySly obvieus that a oroject of the magnitude’. % gp" 
of the Tonduit will inevifably be an integral part of Israel's Jordan ©", 
water development and that as soon as our participation in this way in % 


By 


tion from the Arabs» he Israelis have been cooperative to date but now * % 


take the Line that tifne is running out. 


a learned of the Loan and Gesorted it to his newsvaper, which 
might give it s@nsational treatment. The Israelis argue that to avoid : 
an unauthorizeg story, which would attract the wrong kind of attention, Ol 
it would be bg@tter to issue a carefully phrased, official release. They i 
sugzest that/their Information Offices could authorize Israel's editors = 
to proceed With publication of the loan, providing that they describe it Y 
as for agrfcultural and local irrigation projects and avoid any sugges- 
tion of adirect relaticnship between the loan and Jordan River projectse 
Tn the JAtter connection, editors would be asked to comment, if at all, 
only th&t such an irrigation project lozically would be linked to what~ 
ever pWational water system might eventually be developed. 


NE has come to the conclusion that it is impossible to conceal the 

faft of the DLF loan indefinitely and that there seems to be no advantage 
publication at an indefinite time in the future. In fact, delay might 

ead jto awkward questions as to the Department's reasons for secrecye 

Tf we agree to a release on the basis proposed by the Israel Embassy in Tp 
its latest conversation (c.f. Thacher=Zrell Memorandum of Conversation, ) 
Saptember 2), Israel would be under obligation to assure that treatment, nes 
by its own press is carefully controlled, 


That you authorize NE to inform the Israel Embassy that despite 


0961 - 21% 
= 


‘Serious misgivings as to possible repercussions in the area, we agree 


‘+h accept their proposal to make the loan agreement public, depending . 
‘upon the GOL to see that, both in Israel press stories and public state- 


#nal. Jp -ments by Israel officials, the loan is treated as they propose and with- 3 
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[PAOOO 
DATE: September 20, 1960 
SUBJECT: Aid to Israel te 
PARTICIPANTS: His Excellency Levi Eshkol, Israel Minister of Finance 


Mr. Zvi Dinstein, Comptroller of Foreign Exchange, 
Israel Ministry of Finance 


~] 
His Excellency Avraham Harman, Ambassador of Israel 7 
Mr. Aryeh Manor, Economic Minister, Embassy of Israel +h. 
The Acting Secretary ai 

COCO XICAX NEA - Donald D. Kennedy ist epee > Ge. are ° 
L - Robert L. Krones , ad Or 

NE/E - Enoch 8. Duncan co 4 
COPIES TO: $/S<)NEA-2 — U/MSC i ‘Amembassy TEL AVIV’, 7 
PS" NE .‘ICA-Mr. MacDonald /' —C 
s/P ~ NE/E ¢A-DLF-Mr. Toner. : : - = 
Aiea 3c a a Ge 

[ Mr. Eshkol opened the meeting by thanking the Acting Secretary for Be ! 
his response on subjects raised in Mr. Eshkol's visit a year ago, Bef. 
particularly with respect to DLF financing for water development. Now, B20 
Mr. Eshkol said, he had a very serious problem and he saw no way out @) 
except to ask for increased United States assistance. The Israel Ministry Oo 


of Defense was pressing for more than double previous expenditure levels. 
While as Minister of Finance he res 


{sted increases that might be wasteful, 
he mist admit that the security requirements were considerable; also he 
was in a difficult position because the Prime Minister wa8 Minister of 
Defense. Israel's economic position had been improving, including ee 
accumulation of substantial foreign exchange reserves. The Prime Ministerm 
had urged release of some of these funds to meet Israel's urgent security pe 
needs, but Mr. Eshkol observed that Israel had more than $500 million of 
foreign exchange debt, against which reserves were needed. 


096) 8 
I 


Mr. Eshkol said that upon his return to Israel he mst prepare the 
pudgets for the next year and would need to know what were the prospects. r 
He wanted particularly to find a way to increase SA funds for Israel. Cj 
Additional outlays of as mich as $300 million in two years had been. 
envisaged in Israel Cabinet discussions. Mr. Eshkol hoped that at least 
half the sums taken from economic development might be made up by United 
States ald. He proposed $35 million additional in SA in the coming year. 
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Although Israel representatives were always trying to think in United | 
States terms and had done their best to learn to utilize DLF, Mr. Eshkol 
felt DLF would not be an adequate source for Israel's purposes 


Mr. Eshkol also suggested financing of private housing might be a 
useful channel for making substantial aid avalleble to Israel. Israel 
has tens of thousands housed in slums and sub-standard housing. Savings 
and loan groups are in existence; and if funds could be made available to 
them, the Israel Government could free corresponding amounts of its owm 
resources for other requirements. 


Mr. Dillon recalled that, as he had mentioned to Mrs. Meir, the Prime 
Minister, and the Ambassador, the United States was always extremely 
interested in Israel's growth and had contributed substantially to assist 
thet growth. Aid in USFY 1960 was about $60 million. In considering 
assistance, the United states must, of course, take into account the overall 
economic situation in Israel. Provision for gecurity requirements must 


has confidence in Israel's ability to make appropriate decisions in this | 
regard. In view of Israel's estimate of the effects on its economy, we 
might consider additional assistance in order and would in that case be 
willing to consider how this could be done. There did not appear to pe 
much leeway in PL 480. SA was most difficult from the United States view- 
point. The appropriation for FY 1961 was $15 million less then last year 
and requirements are increasing. It would not appear feasible to consider 
an increase in SAe DL, therefore, appears to be the best place for Israel 
to seek assistance. In FY 1960 DLF assistance was $15 million. This year, 
Mr. Dillon felt, Israel might do considerably better. He understood two 
applications totalling $23 million had been filed with DLF the previous 
day. Mr. Dillon understood from Mr. Kennedy that these reflected a con~ 
siderable degree of competenc¢ in casting them in terms relatively suitable 
for DLF consideration. DLF had not, of course, had time to examine the 
applications as yet. In general, Mr. Dillon said, an effort would be made 


judice to Israel's foreign exchange position. Mre Dillon observed that 
Israel was also obtaining Eximbank financing, notably for jet airliners. 
Exim financing such as this might be regarded as outside the problem area 
of additional aid. DLF could be looked to as the major source of assist- 
ance. The Department would try to help follow applications and expedite 
them when indicated. Mr. Dillon said he appreciated that speed in decision 
on Israel's DLF proposals was related mainly to requirements for planning 
rather than to execution of projects. 


Mr. Eshkol said he had reservations regarding DLF and did not see how 


Israel could present plans for more than $30 million during the current 
fiscal year. ; 


Mr. Dillon 
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Mr. Dillon said he understood that projects totalling about $50 million | 
had been mentioned and Mr. Manor agreed that this had been the case. 
Mr. Dillon felt that if the DLF loan approvals reached about $40 million 
during the year, this would perhaps meet Israel's requirements, being $25 
million more than in FY 1960. 


With respect to housing, Mr. Dillon said there had been some change 
in aid legislation to permit more activity in this field but there was still 
the implication that United States aid should not be devoted to basic 
financing of housing. It was more a question of stimulating and faciiltating 
institutional development to encourage housing. In the case of Israel there 
have also been political objections to aid for housing because of the 
immigration issue. The extent to which this still applied in view of 
reduced inmigration would have to be examined. He could give no indication 
of what the outcome would be; however, suggestions relative to housing 
were certainly worth exploring and possibly the GOI would provide us with 
a& paper on this. Mr. Manor said that he would do so. 


Mr. Eshkol reverted to the question of grant aid, asking if some 
allocation might not be made from the contingency fund. Mr. Dilion 
responded that he did not at this time know exactly how much money was 
available. He would not want to make draw-downs on contingency funds 
until December. Allocation of some funds from the contingency would then 
be considered for special requirements in different parts of the world. 
Some funds would have to be retained, of course, for emergency requirements 
that might arise in the last half of the year. In response to further 
question from Mr. Eshkol, Mr. Dillon said the situation could be examined 
at mid-year in the light of the status of the contingency fund. 


Mr. Eshkol commented that he was endeavoring to propose a variety 
of means whereby United States aid could be channeled to Israel. He noted 
the condition of the United States steel industry with large inventories 
and wondered if perhaps 100,000 tons of steel might be provided for Israel 
for fabrication in Israel plants. He agreed this appeared appropriate for 
Exim consideration but said Exim terms would be too short. As another 
possibility, Mr. Eshkol wondered if arrangements might be made for Israel 
to buy for local currency 2,000 milk cows as agricultural surplus. 
Mr. Dillon remarked that he did not believe there was any provision for 
such a transaction. 


Mr. Eshkol recalled the extensive relations Israel has developed 


with the African countries and asked if there might not be some way Israel 
could receive United States aid in this connection. 


Mr. Dilton 
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Mr. Dillon commented that Israel had indeed done good work in Africa 
for the whole free world and for itself. He said that it was amsing that 
while he was in Ecuador a few days ago Israel had signed an agreement for 
ald to that country. An Ecuadorian representative had asked him if it 
was appropriate to accept assistance from Israel. Mr. Dillon said he 
assured the gentleman that it was. Ambassador Harman observed that the 
agreement was for economic cooperation not aid. Mr. Dillon commented 
that the Department spoke of "Mutual Security" but Congress called it 
"forelen aida". 
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I have your note o? “entexmber 23. LS", enciertare a letter fram 


yyy constiteent, Jean Hoelsecher, in which she inoutires conceraing NJ 
Ieva@l -United States defense avraenents and United states alg to co 
T-rael and the trab sxtetes. Bes 
> 

The United States doen not heve a mutual defense reaty with 


-fuxveel, elthough under a» Mutusl Rerensne Asslotance .creenent betvean ae 
the tea coumtries signed July 23, 1952 Isreal con Purchace United States 
milltery equinnent. *3ide tron this sureerant, United States Interost 
in the inderendence and intecrity of Israel and the other states of 
the Middle Eact hag been clearly ret forth in a varlety of fora z 
statements and declarations made by the 1mited States Government in ba 


the years since Lsrael wes Gstablished. These inelude the Tripartite Ce) 
Dacleration of 1950 and the Joint Congressional (Middle East) Reso~ 1 
lution of Maren 1957. The latter enphasized vartleulerly United States f\) 
determination to agaist Midile Rastern nations to maintain thety i 
iudenendence neainst attacke by Comminist cr Communi st-esntralled Cr} 
comtrie:. Israel's interact in receiving assistance unter these © 


Clreumstenees vas attired in m: exchange of notes betwean Ysracl and 
the United “tates made publie on Koy 21, 1957. united States acticn 

in Lebanon curing the 1953 erfteis in thet country gave conerete ovt- 

senee that the United States could move guiekiv and effectively ts 


4 


hely a email, Telendly uation Wishing to preserve ite indenendence. © 

ue 

On s milti-nations) plane, the United Stetes supports Tully the ~ 

lanortant vole played by the united Nations through the United Notions O 

Smersency Foreo and the United Nations Trace Supervision Organization 0; 
in helping ta maintein peace on Torael's borders. 


United Stetes Goverament aid tc ITsreelk has averaged about $60 million 
a year since Israel's birth. as of March 1969, Untted Stetes ceonenia 
aselevenee tc: Israel had toteled epproxinately $715 mtition, Yalted 
ctates aid to all the arab Statea through the seng date ras substantially 
less than tust figure. Te ig verth noting that in addition to United 
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States Government aid Inrnael has been receiving more than £100,060, C00 
per year from private American sources and over $100, 096,900 annually 
aa Gernan restitution ond reparation paynonts . 

I hope thet the foregoing vill be of assistance to you in replying 
to your constituent. I am returning Miss Hoelscher’s letter au you 
requested. If I muy be of further help, please do not hesitate to Let 
me knou. 


Sineerely yours, 


oe 71 


Willian B. Macomber, Jr. 
Asoistent “ecretary 


Enclosure: 


Miss Hoalseher's letter, 
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Wouse of Representatives é 
Ulashington, DM. C. 
Septembe: 22 19560 ~ 
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The attached communication ‘Pe —” 
ar vu 
oo 
is sent for your consideration. a8 ~ 
ae (O 
RE 
Please investigate the statements 2 t 
N 
contained therein and forward me C0 
OY 
the necessary information for re—- © 
ply, returning the enclosed corre- 4 
spondence with your answer. a 
Yours truly, ae 
Kea 
Samuel L. Devine 
M.C. 
ACty Me. Hoyt 
ae 
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The Ambassador of Israel presents his compliments to the 


Honorable the Secretary of State and referring to the eligibility 


of the Government of Israel for reimbursable military assistance 


under the provisions of Section 106 of the Mutual Security Act 


of 1954, has the honor to submit a request for the purchase from 
the Department of the Army of the following items which are parts 


of ejection seat - aircraft aircrew safety equipment: 


a. M3Al Initiator, 
b, M12 Initiator, 


ce M5A Catapult, 


The above items are most urgently needed for the Israel 


Defense Forces/Air Force» 
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NOTE AND FORWARD 
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(Israel Case No. 208) 


Enclosed is original note from the 
Embassy of Israel dated “eptember 30, 1960 
together with copy of a letter from the 
Department of the 4ir Force and 
AFHQ Form 0-155 for your informbion. 


FROM (NAME ANO OAGANE ZATION) ROOM NO. AND BLOG, 
= G, W ak S /M : €. 
SIGNATURE PHONE NO, 
3831 
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IAA 8.2 Greater of ilitary Agalatanes 
iffiee af the Aseleatant seoretary 
of ceverse (3.54) 


BiaT: deguest Involving Curohmea of “Llitary 
Aqvipaent, ‘atertale or Services under the 
“utval Sanurity Act of 190k, as anarsed 


cnclesed are six copies of a note fron the jnbaney of faraad 
dated Saptenber 30, LAG avaadtting a request for the pvrchase frog 
tie cegartmant of the aray of Um iteus Listed ta the netecwn ia 
are parte of ajection eeat - aircraft aircrew eafoty aquinaente 


he Vepartaent of State aporeves, from an aeenosia an: political 
viewpoint, the aouting of thie mequest undies the Lezislative authority 
of Seotion 106 of the vtual Security Act of 175l, as aeendead. This 
approval is ausjeat to any patent or propriotary rights and sesurity 
coneijerations tuat apply to this equipasnt as aay be scbsoguently 
deterainad by the vepartaent of ‘afante, 


Jasob Je Kaplan 
Assistant Coordinator for Frograwaing 


upolosuras 
Sin aypies of <vbasay of leranl 
note dated Saptembar 30, 1969. 


Concurrence and copies tot 
NR = ir. Carpenter 
KE ew Mr, Crawford 
MC « Mr. Franklin 
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FOREICN SERVICE DESPATCH 19 Her SMS P/7- 306 
FROM: dmembassy, TEL AVIV Mier 2 eee 
“TO TIE DEPARTMENT OF, STATE, WASHINGTON, September 129 i 
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suBsect: Sugsestions for Regional Infomation Specialist Program. 


a S Keg 
” 
| The Umoasny welcomes & greater effort to irform the American people of 


‘higher standards of living already approach, and jn some cases may equal, certain 


Satine dee teed 
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the objectives and. accomplishments of the Mutual Security Progran, and the 
; establishment of Regional Information Specialists in this comec tion. 


I am enclosing an article prepared by William Anthony in Jamary, 1960, 
which reported in some detail on the overall. U. 8. effort in Israel, inclwling 
MSP projects. An attenpt was made to spell out in simple terms and with graphic 
examples the accomplishments of these programs both for the host country and 
the United States. 


Theae programs have also, we believe, penefited the free world. Israel is 
a striking demonstration of progress under freedom wherein social benefits and 


VWastern countries. 

The accomplishments of the Mutual Security Program have had a good press 
in Taveel. Accounts of practical achievement, often in combination with stories 
of hunan interest, have drawn. much attention here. Many of these same: stories 
reflecting the dedicated work of American technicians, scientists, professors 
and agricultural experts heve been used to good effect by local daily papers 


throvghout the United States. ~* 
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While we shall continue to provide such material as cen be prepared..in . 
cooperation with USOM and, when appropriate, with the Government. of Israel, I 
believe a useful interchange of ideas throughout the area would be promoted ©) 00. 
by the office of the Regional Information Specialist. The Regional Specialist «. . 
may help not only by coordinating, but, also by combining articles from different 
countries into articles of broader interest covering the whole arete ome 

ceeds a vex sent oe 

The Regional Specialist my use the. occasion of visits in Near Eastern = 
countries by prominent’ American public figures to produce interviews in’ whiche; 
they can describe. the achievements of the Mutual Security Program. . These.) 
‘persons ere often fulsome in their praise of development in Israel, thougi* the 
might not know the part played by the UnitedStates in that, ‘developmen te 185 feet 
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to the mechanics of providing the stories in question, I believe that _ { 
, arrangements for transmitting the articles to Washirgten. are satis- 
ah but this can be supplemented by sending copies to the Regional 

nfovmation Specialist in Karachi, or New Delhi, who may be able to give us 
sugrestions to further the program. 


The Country Team is keenly interested in forwarding additional stories 
‘which will, we hope, continue co be of real human interest vaine to local 
ravers while at the same time demonstrating the larger objectives of the Mutual 
Security Program. Specifically, we believe that reporting night appropriately 
enpnasize relative to Isracl: 

\ 1 

(a) The fact that a large export movement has resulted from U. 5. 

Government aid, ayes aid anil private investment. In this 
connection, U. S. exrorts to Israel, since the founding of the 
State, have exceeded $1 billion. These exports have brought about 
employment for. American labor, outlets for farm surpluses and 
contributed generally to the well ve of me people of the Ue De 
as well as Israel. 


(b) The fact that U. Ss as sistance, both public and private, has nated co of 
to strengthen a democratic country in the Near East - with Sr entenyy, 
and growing contributions to the free world. 


(c) The fact ‘that U.S. finencial and technical assistance is facilitating °. Pte ae | 
the development of outstanding agricultural ami hydrological insti-"© ©... f 
tutions and organizations. ‘In some fields such as the desalinization © . fi 
of water and solar energy, & potential exists for joint serees cis Se cr ee | 
programs of See to both countries. Pee 
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* Ogden Re Reid 
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THE UNITED SLATES GOVERNMENT'S PROGRAM IN ISRAEL ; — 


Sre policies of the Governments of Israel and the United States since 
tee formation of the State have included a coordinated enleavor taward the 
develonment of a stable society rich in economic and social values. 

A joint program that vranzes. from the lending of dollars anl books to 
tne exchange of scholars ani artistic performers has been evolved, 


Tllustratively, at the time of this writing the Inbal Dance Group is in. 
the U. 5., scoring an unqualified success witn an ecstatic demonstration of ) 
traiitional Yemenite dancing; the impact of the Jerome Robbins "Ballet USA" 
is still felt in the minds of those thousanis of Israelis sophisticated in the 
ways of ballet who applauded this troupe's yerfomnances here; young Israeli 
men and women are sprinting and hurdling in a manner demonstrated to them dy 
an American Olympic-champion coach; and a financial advisory team is enroute . 
to Israel to consult with Israeli business managers whose products have been 
on display at the recent New York Trade Fair, 


PORTER ME Se Ni a nee ence aes 2 ae eee oe 


This program is an endeavor as diversified as from an atomic wedetor at 
Nebi Rubin to a laying hen at Kiryat Shnono., 


Through the diversity runs the binding: Both Governments are joined in 
sponsorship of a planned development program throuwrh which the fruits of his 
labor will be enjoyed by the worker, whatever his field of activity. 


. Documentary illustrations of. this program are abundant. 
First a foundation was laid, with heavy emphasis on food produc tion. | 


For example, Israel's poultry production, now an important source of - 
foreign exchange, is traceable to a project in the early 1950's when an. He 
American advisor named William W. Stopper worked with experts in the Ministry. 0 ~ 
of Agriculture and with breeders throughout the country. It was a teaching ..~ a eae 
and demonstration project matched with study by Israelis in the U. Se of | eae ; 
techniques practiced on farms and in research latoratories there. As a Migs 
result of their achievements tsrael is Ped a signif icant producer of’ cess. . 


Simul nao iy: thera began 9 is now the legendary "Opera tion. Cowboy": she ad 
in the Galilee. A range livestook industry has grown from'a condition of 10° .° 3°" 
years ago when there was virtually no beef cattle in Israel, Today there are. Menace 
135,000 head of cattle excluding dairy. cows. Both Ameri can advisors here | 
and Israelis who studied in the U.S. “have jointly contributed to a- PROEPAR 


wherein quantity .and qualtty oF beef Bro echtOn ae made Terael Divo n ie 
Soren AEG, es 
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insect, spoilage. This program hes contributed not only to quantitative food ae vt 


‘sources and marke tse 


‘from the Dead Sea Works at S'dom, phosphates from Oron, and. tons“of oement..:": 


‘trated the joint, program on technical help, financial. grants, and nox, recent] 


-pnblic’ health centers in other localities. ‘There was f inancial. support for. 
sewerage system for Tel Aviv and its environs,- stretching to’ Petah 


\ VUELLLAY NS 
wy WND TZ 
REPRODUCED AT THE NATIONAL ARCHIVES Authority : : \ 4 Aik 


\ ay vf) NARA Dete 


eek seiiawoct, Seeder: Page. of 5 
UNCLASSIP LED : Enel. No east | net 
eo (Classification) — naa Desp. No... Aol. 
From Amembessy , .TEL AVIV. 


tee 


\ . : . 
In harness with the beef production program ran a dairy industry project. °° 
“ante strains of dairy cattle were imported from the U.S., production methods 
nocerni.zed and made sanitary both in kibkutzim and moshavim. Tocay, the ; 
seneral level of daizy herd. production, 250 million liters of milk per annun, 
is comparable to that of recomized leading dairy countries in the world. The 
consequence has been attainment of the necessary level of nutrition for infants .. 
and children whose requirements are known to every mother. These needs have 


been so generously met Israel is almost self-sufficient in this product as in 
veef. f : 


In the basic agricultural fields, there has been 2a continual war against 
plant diseases and insects. Americen experts here and Israel scientists who. 
studied in the U.S. have helped in the day-by-day improvement of the quality 
of the produce and the quantity of output, reducing losses from disease, 


needs but to the variety of foods available, making for a diversity of Peer at ‘ 
interesting foodstuffs, a more exciting menu. : 


Over the years, the mejor fraction of the American aid program has been, oe. 78 
tailored in harmony with the Israel Government's development scheme toward |. | ca: 
establishing essentigl utilities and services, particularly in communicationss (0.00 5. £ 
Today there is a network of highways and roads and.a Dieselized railway system.) ." 


jn American railway technician, Paul Oakes, working with the railway are 
managers here, hes helped in streamlining of operations, jneveasing = 0 us 3 
efficiency, reducing costs for savings to passengers and shippers. A highwey 
puilder, Harold Monson, in association with Ministry of Transportation — 


officials, has assisted in the creation of a comecting system of major high- ° 


ways anil feeder roads, linking mejor cities and rural settlements with produce . aes 


- Behemoth trucks with giant semi-trailers of 50-ton capacity haul potash” 


from Haifa and Ramle.. An American auto maintenance. advisor, Sem Barrash, . 
working with the Egged and Dan companies has participated in the planning of: 
giant terminals and centers where power lifts hoist full engines clear of! 
chassis for repair in shops while replacement. engines are inserted andthe - 
vehicles continue on their way with minimum delay. . Some of these trucks were 
abtained earlier through direct dollar grants. More recently, one of the °”' 
first loans. under the Development Loan Fund was used to purchase such trucks 
as well as the heavy duty vehicles used in the mines and quarries with :their, 
enormous, high wheels and with a. movement design comparable to- the workings. 
of a Swiss watch. Boal ge ee es ak on pe SG ME eh reas 

“Mo meet the basio, early needs of Israel, the two governments "concen= 
loans, Health centers were built, including the Natanya Health Clinic’ and: 


Biqva, a 


~rogram which still-unfolds ‘as the Gush Dan: project develops. -. °* 
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‘ pelLiunee falls on a high degree of skill in fabrication. This was recomni ved 


‘in the unfolding.of the governments! program going well back in’ the.. 150.184: 


~ eurricnluns including training in. business adminis tration. . 
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Mie training of youny people end newly errived immigrants toward pro- | 


anetive usefulness hes. been & principal activity, involving American instructors 


and. financial assistance, leading to six mijor vocational training centers, 
socked with U.S. - supplied lathes, power and hand tools, microscopes and 
testing equipment. This program vas @ joint unlertaking of the U.S. Government 
with sh: Ministries of Education and Lebor, the Histadrut and ORT, Israel hes 
achieves & pre~eminence in this field today. Ho where does the quality of 
vocetional training exceed that of this country. 


This has been the foundation. Now oppor tunities lie in the industrial’ 
field. The types of indus try offeriny the inost promise depen on adding 
value, or maximizing returns from humen sills rather than devending on the mere 
conversion of rav materials into products. When raw materials must be imported, 


early in Israel by the ostahlistumnt of the Troductivity Tnabitute. 


The American aid Prograin, shifting its emphasis, provided consultants in - 
the development of selected industrial basics, including chenicals,. textiles, 
metals, ceramics, rubber, glass, timber. ; 


Developed were permanent inatitetes providing focal noints of attention 
for industries, incluling research centera where problems for technical answers . 
may be brought. “Among these are the Metals Institute esteblished and conducted 
jointly with the Departaent of Metallurgy at The Technion, the ceramics and . | 
rmubber institutes at The Technion, a, packaging institute and an export. |. 
marketing. institute. Not only are those centers for advice and consultation, 
but they are permanent reference centers for industries and technicians to | 
pool knowledge and skill, . : : : 
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Linked in is the recently advanced "Third Arm! prograa‘of the Israel 
Government, Looking toward the establishment in the next decade o> less .of | eee: 
500 new business enterprises. Most of ‘these are of a manufacturing character, een 
which will tuen out not only products for the most part not now maie in - en 
Yaruel but many not yet invented. To achieve needed expansion ani..reorganiza- 
tion a high order of, managerial.skills and abilities, coupled with huge . a 
investment capital, will be needed. The program is progressing in this iS 
direction today. Bees, ote Se See She. @ Sey Ma te a 
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Development of ‘executive ani management-skills. was already well recognized. 
[It is reflected in the New Yorks University contract in conjection with The. = 
‘Mochnion: and Hebrew University. toward building in both ins titutions. long ‘range. 


"For problems of the imnediate future, the Israel Management’ Center. las : 
been created, In its first.year it has succeeded in, subsoribing-a membership". 
of 900. from among. the: active managers ‘and business’ leaders of Israel. Through 
this center, a program of self-help, utual. training and education, in ce 


Hy 
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training of Tsraelis ahroed. Under the Public Jee 480 prosram, U.S. surplus - 


of which are then madd available to the Israel Government for development oo... 2 


Government, provided credit to private businesses, and loaned $350 thousand | 
-under President Eisenhower's "atoms for peace" program. In: addi tion, surplus 


Malben, -Hadassah and Cares 


_in valve. during’ the past 10 years, incluiing such products as polished JE 
. Qiamonds, glass and ‘plywood, industrial goods and textiles, amng. the latter . Bad 

: being raincoats. -U..S. sources account for about 30 per cent of Israel's 
“"imports. .Since the establishment of the State. they have totaled: almost ones) * 
billion dollars. Also not.to be overlooked are the private Americans, some 
. 20,000 of whom own securities in investment companies here. nee 


.. ‘sent research scholars, ntofessore, teachers, students, national leaders eS 
_and specialists, in-assor ved professional fields from both countries bo, ‘the, 
other. for fostering not only an exchange of. informtion but. for increased: ae 
-mutual-understanding of each other. For. example, Israeli educators observe... 
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saxicement development, with main reliacee on seninars » Symposiums, lectures, 
wt Chae studies in emphasined., The American aid prowran has helned the 

S acute teroush the provisicn of impact teams of consuitants and lecturers, 
“vzee ror relatively short rerinds to conduct disenssion groups on marketing, 
fustyess financing, and production and versonnel manayzement, Also Israelis 
hive engaged in specialize. study progrems in other countries. 


another major rieed ale« receiving current abtention., This is the 
requirement for subatantial i vease in investment.capital, Israel hans long 
recognized this nedd, The Covezment, throuch its Develonment Budget, has 
channeled frida into inventaents., Esbablisied early vu the Israel Investe .: 
meat Center, which will tawe on new meanine and st mniticance in the "Third. 
Arn" program, The U.S. Governnens is parbicipatiay in this program through 
the provision of financial and industrial consultants and in training Israelis 
tarowsh studies in the U.S. and elsewhere as corresponding or similar develop . 
ments may be observed, 


The official American a:sistance in Israel is administered theowusn a 
nuaber of channels. The U. 4. Operations Mission administers dollar grants 
and loans, Israel pound financing for economic development, anl the prosran 


for technical assistance, including provision of jmeriean technicians and 
farm commodities are sold to the Israel Government for Tsrael pounds, part” 


rrojects end nart loaned to private enterprises under the Cooley Amendment. .* out 
‘a Tor lo cei Lean fund has extended lons term loans repayable in Israel , 
v- we Israel Government and to the Industrial Development Bank of 


israel, The Export-Import Bank has extended dollar loans to the Israel’ ae 
for the Nebi Rubin atomic reactor after the U.S. Government gave 3350, thousand: oP 


commodities have been made available to volunteer organizations such as 


, Aside: from these governmental’ activities, U.S. = Israel trade is on the ne ¢ 2 
increase, both in volume ‘and value. Israel exports to the U.& have tripled. 


Mennwhile ,” the “exchange _of persons program of the two goverrments has 
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eeatiamie practices in the U.5. and at the same tine teach at American 
universities. American professors, such as the Wobel Prize winner in 
riyvoies Dr. Felix Bloch, conduct classes in Israel. American books, 
Relccuieabighe: newspapers, jowmals and films -- representative of the many 
snects of american culture -- are loaned through open shelf libraries in 
fot Aviv and Jerusalem, here is a book end filn distribution center in 
Heats. As an adjunct to this service, a "bookmobile" tmivels throughout 
wie country, visiting kibbutyin and Arab a iacee bringing the library 
sevviee to settlements distant from cities. <A committee of Israclis advise - i 
the library staff on selection of book anl phonograpn titles, 


Supplementing the free library lending program, the U.S. Government: has: | 
mle availahle Information Vedia Guaranty funds for the import of books, | 
selentific journals and periodicals which are revsiled here at low cost ie me 
without loss of foreign currency. ‘the accmmilated pounds from these sales oe | 
are used to finance culturel, scientific and educational projects agreed on -—  ~ 
between the two governments, such as a physics laboratory at Herzelia | 
Gymasium in Tel Aviv. 


These effort ts toward a greater cultural exchange, toward strengthening... a bes 
trale relations, in conducting research on.problems of common concern such - el 
as water Gesalinization, and encouraging tourisia, are all gonerany desi gned 
coward a higher standard of living in Israel, : _ 
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DATE; Octoter 2, 1920 
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SUBJECT: Aid to Israel: (a) snecial Assistance; (2) Housirss; 
(c} SLE va lixeIm Pinaneins. 
> 
PARTICIPANTS: iv. Aryeh Manor, Economic Minister, Eubassy of Israel gone 
NEA; Donald DO. Kennedy 3e 
Nit/i: Enoch 23. Duncan 2s ~ 
ue Crs 
COPIES To: Mea (2): mM (1) TPG 
NE (1) 8 (1) ene ss 
NE/E @ L-lr. Kreres (1) ? 1 
24! S/5 2.) imEmbassy Tel Aviv (1) ca 
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hir. Manor explained that he was under pressure from the two Economic 1 
Kinisters, two Directors General, and a number of other Israel fiscal people C: 
at present in the U.S. He had asked to see ir. Kennedy on an urgent basis ‘on 
because Mr. Eshkol, Minister of Finance, desired to know what he might, upon ‘e: 
his return, answer his Prime Minister on these questions; 
TG HA, Shi of [9-2E6460 
(a) Special Assistance. Mr. lianor referred to the meeting between 
Mr. Dillon and Hr. Eshkol on September 20 and said that Mr. Dillon had agreed 
there were serious new factors having a bearing on the amount of aid Israel 
would need from the U.S. lir. Manor understood that U.S. agencies were how 
engaged in "cutting the pie", and Israel would like to know where “ stood, Tl 


Nr. Kennedy interjected that while Kir. Dillon had agreed there | were neva = 


elements in Israel's economic position, he had not described these as serious? 
or critical, Also Mr. Dillon had not, to Mr. Kennedy's recollection, of ‘the 
meeting given any indication that an increase in special assistance could 
be considered. Mr. Kennedy added that according to technical review of 
Israel's economic situation, there appeared to be no justification for 
allocation of special assistance funds to Israel. on 
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Mr. Manor agreed that the current economic picture of Israel was doa 
and commented that last year, for example, his heart has really not béenwin... 
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pressing for every possible million. The problem this year, however, was that of | 


| a special burden of about 70 million per year which was outside the peecrs i 
CONFIDENTIAL 


WOO bof ver in RMR destrayad 


- 


= 


F / 
SEM OUCED ATT A UAT MAL ance yt Yoascnenty a 


economic situation. Talis year ne Telt ne ust fight for every million possible. 
Specifically ne desired conrirmation that the special assistance figure would be 
maintained at 7.5 million, the same as in U.d. FY 19:0. 


Mr. hennedy said he did not imow the exact status of processing of FY .1 
Special Assistance allocations and would have to check on this. In general 
discussion of the subject, lir. Duncan observed that the allocation process 
was essentially based on the Congressional presentation (the FY O1 request 
for Israel was 35 million). Hr. Kennedy observed that, in view of the reduction 
of appropriation over amounts requested, Israel could consider itself fortunate 
if the allocation was maintained at the level of the presentation. 


fir. Manor said he thought there was something in Mr. Dillon's testimony 
to the effect that special assistance for Israe] would be maintained at the 
same level as in FY 19..0. He said it was very important to maintain that 
figure. Also he felt that Israel was right in interpreting Mr. Dillon's 
comments to Mr. Eshkol and in previous discussions on the special problems of 
Israel to the effect that the U.S. would do what it could from available means. 
He actmowledged that Mr. Dillon had noted limitations on various channels of 
aid and assistance agencies. 


(vo) Housing. Nr. Manor said he hoped to bring along a paper on proposed 
DLF financing of housing in Israel as mentioned in the conversation between 
Mr. Dillon and Mr. Eshkol. He had reviewed a draft paper, however, and found 
it deficient in several regards. Before revising and submitting it, he thought 
it better to explain what they had in mind to Mr. Kennedy for his comments. 


Mr. Manor said they proposed a DLF housing loan for two programs. The 
first was for the so-called popular housing program - "building through saving". 
The government has been financing this program out Blt that the mortgage banks 
should be doing the job instead. This housing program was operated on the 
basis of 60% down payment and mortgage for the balance over a period of years. 
The second part of Israel's proposals was concerned with providing housing in 
new industrial development areas. An exampe was the need for housing at a 
large textile development. Another was the industrial estaolisnument near 
Nazareth which was being kept separate from the old city to protect damage 
to the historical sites. 


Mr. Manor said he mst emphasize that they were not talking about 
financing import of raw materials. The loan funds were simply to make 
mortgage money available at reasonaole terms. Israel contemplated an 
application for about $12 - 15 million. 


In response to Mr. Kennedy's question whether the non-availability of 
mortgage financing was the result of government controls, Mr. Manor said 
there were no controls and that the problem was that there was simply no 
money available for this purpose. 


Mr. Kennedy responded that comment on Israel's proposals must necessarily 
await review of the paper Mr. Manor promised. The exact application of the | 
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| modified policy with respect to financing housing was still a matter for 

study. There was of course, the precedent involved in proposed DLF financing 
in Peru. He added that as Israel was well aware, there was also the previous 
policy objection related to immigration. Kr. Manor's paper would, of course, 
prompt re-examination of this question. Pending receipt of the paper, 
Mr. Kennedy said he could only comment that any proposal should be institution- 
alized and, in comparison with the case in Feru, he thought the amount 
Suggested by Israel might be on the high side. 


ir. Manor commented that Israel had endeavored to keep the proposal 
Separate from the immigrant housing question by restricting it to facilities 
for bona fide established residents. 


(c) DLF vs Ex-Im Financing. Hr. Manor said he was also troubled by 
developments with respect to Israel's Agricultural Bank application to 
the DLF. &x-Im Bank was showing interest in financing this project. Mr. Manor 
said this made it difficult to work out the assistance Israel felt was 
contemplated in the talks between Mr. Dillon and Mr. Eshkol. He asked for 
Mr. Kennedy's assistance. lir. Kennedy said he thought assistance was not the 
proper term but that he would be pleased to inquire about the matter. 


There was considerable discussion of the extent to which Israel might 
be expected and should be willing to undertake additonal foreign exchange 
debt obligations. Nr. Manor agreed. that dtymight be helpful for them to 
vrepare up to 10 year projections from’ estimates of foreign exchange debt 
repayment capabilities for possible review with prospective creditors. 

Nr, Manor commented that while there had been relative improvement in Israel's 
economic situation, including foreign exchange reserves, the accompanying 
increase in foreign indebtedness tended to be overlooked. He referred 
especially to Israel bonds and said that while Isre21 had sold about 

$450 million worth, it had redeemed 33100 million worth. Big annual 
redemption obligations really would begin in 1953. 
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Israel Government press has reported Ben Gurion as stating five new 
cities to be developed in Negev in next decade at cost of $500,000,000. 
Howevery statement made no repeat no suggestion US or German Government financing 
and such possibility has not repeat not been suggested to US agencies, 
You should issue no repeat no statements but if asked you May say that 


as far as USG concerned Amman press reports are without foundation. 
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SUBJECT: Israel Desire for More Liberal Treatment of Its Requests for Military 
Equipment and Information 
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PARTICIPANTS: Colonel Yehuda Prihar, Military Attaché, Embassy of Israel s 8 
i) Moshe Erell, Counselor, Embassy of Israel Rey 
/ = 
Armin H. Meyer - NE T] no 
William L. Hamilton - NE aa 
ll ‘ my 
COPIES TO: UC mee BF 
2 8 1464, a 2. 
: 12 [~ ~“ 
DOD/ISA - 2(gey Re ge) 00 
Amembassy-TED AVIV / 4 He on aN 
= > 
e 


| Colonel Prihar outlined the present circumstances of his-efforte to dvtain | 
both "hardware" and certain categories of information pertaining thereto and 
suggested that the Department of State might assist him in obtaining more liberal 
responses in the Pentagon. His presentation dealt with both classified and 
unclassified material: ; 


1. Unclassified Material 


OSILL-OL/dSW-G 


his Government. He said he has been able to obtain a great deal of information. 
and some of the equipment in the unclassified categories but that many requests’ 
are denied for reasons which he has been unable to understand. He is frustrated: 
by two types of responses: one to the effect that "current policy” obliged the 
.control officer to refuse the request, and another which suggests Israel cannot | 
meet a "need-to-have-or-lmov'. requirement: He said he finds it difficult to: 
understand why the latter reply should be made to a friendly government when the 
material is unclassified and when the request would not have been made if mecessary. 
A related frustration or embarrassment, he said, is the Pentagon practice of not GOED 
issuing invitations to his-joffice.'for military exercises. to which attachés of tes 
other governments-~-not necessarily members of ‘Western alliances--are invited. 


| Mr. Meyer asked the Colonel if he ‘believes he is encountering increasing» < 
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resistance Which might represent unconscious reaction to recent newspaper criti- | 
cism of Soviet attachés ready access to printed material. Colonel Prihar said 

he did not believe so, that circumstances now are about as they have been since 
his arrival and, as far as he knows, before that. Colonel Prihar said that 

this resistance is not uniform throughout the Services, that the Air Force 

gives him its catalogues; he obtains some catalogue listings from the Army, but 
virtually none from the Navy, although he did not want to suggest that he obtains 
nothing from the Navy. 


Mr. Meyer said that Pentagon practices are outside his scope of authority, 
but he suspected Defense has important considerations of two types--the first 
might be the undesirability from a military standpoint of releasing great 
quantities of information or material which, even if unclassified, might entail 
some security considerations. The other consideration was the commercial. 
Defense would have a natural interest in protecting U.S. industry from its com- 
petitors in the munitions field. He said he could not believe there is any 
element of caprice in Pentagon decisions. 


Colonel Prihar conceded this point but said he believes that with good will 
on both sides a lot of purely administrative barriers might be eliminated by 
information consultation between Pentagon control officers and his office. 

Israel wanted particularly to obtain specifications, methods of testing and 
performance of equipment, as well as the equipment itself, which the United States 
had discarded but which would still be very useful to Israel forces. 


2. Classified Material 


Colonel Prihar urged access for Israel to information on weapons which he said 
have a very low classification but which, nevertheless, by virtue of being class- 
ified, is denied to his Government. He said Israel would be prepared to 
institute any types of control necessary to protect information or material made 
available by the U.S. He indicated Israel is not looking for "top secret" material 
but items which have been made available to conventional U.S. forces. It is his 
understanding, he said, that anyt®iig so issued is automatically declassified 
since once it is in the hands of soldiers it no longer can be considered as 
uneccessible to the public. 


He commented that Admiral Grantham, Captain Macmillan, and Colonel Harding 
had informed him any broadening of Israel's access to classified material was a 
matter for State Department determination. Mr. Meyer replied that he was 
aware of a joint committee established for the purpose of considering security 
questions. 


Mr. Hamilton asked Colonel Prihar what general classifications of information 
or material he had in mind, and Colonel Prihar enumerated the following among 
others: 
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Navigational instruments, for installation in tanks and other 
Ground vehicles, which plot the course the vehicle has traveled 


so that its crew knows exactly where it is at all times. 


Devices to illuminate battlefield targets, such things as flares 
to be dropped by aircraft to illuminate targets for artillery or 
infantry fire. 


Reports deriving from U.S. experience in the Korean War on the 
capability of the Russian T-34 tank, its resistance to various types 
of fire power, etc. 


_ Proximity fuses (Note: Department's files will show that we declined 
to make this weapon available to the Israelis in 1958, having con- 
cluded that it is an offensive weapon ). 


Mr. Meyer informed the Israelis he is confident that Pentagon practices 
are based on very real considerations of U.S. interest. He stated that Israel 
could be assured with the utmost conviction that there is no discrimination in 
decisions made on its applications. He said he did not intend to question 
Pentagon criteria but would make known to Colonel Harding the substance of this 
conversation. 
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Whrited States Senate 


COMMITTEE ON FOREIGN RELATIONS 


Getaver il, yao 
Mx. William %. Macomber, Jr. 
Assistant Secretary of State 


Department of State 
Washington 25, D. C. 


Dear Mr. Macomber: 


Senator Sparkman is in Alabama where he 
taining 
Congress. 


a 


gre 


is main- 


an office at Huntsville during the adjournment of 
In his absence, i am taking the liberty of 


acknowledging your letter of October 6, with the attached 


memorandum from Ambassador Ogden Reid. 


These will be called to the Senator's attention. 
I know he will appreciate your passing the memorandum on 


to him. 
With best wishes, I am 


Sincerely, 


ee he 
Stuart Leach , 
/ Legal Assistant to 
Senator Sparkman 
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/ 
Subject: FY 1462 Aid srogroaus in Isruel. <Pre—" 


Anelysis which follows of U.S. objectives snd role U.S. (both Sr and e 
other) ond non-U.S. irogeruns in FY 1962 is subuitted pursuant. to references 
noted above, United States® aid and yOlitieal iniluence both beings used by 
U.S. to achieve objectives in Isrrel ind to fulfill oblization to assist in G 
yrecceving country's inde;endence. Cur economic aid and cultural progriais  ' 
in Israel have been carefully .leanned; they have been coordinated with one 
«mother «nd they are being effectively executed. they are being used with 
resulting benefits for cause freedom und Getocracy. Our a,prouch to cecal OF 
problems conceived in terns beyond sin,le bilateral relations between U.S. 

and Israel, Ruther our azrouch considered vart general effort seek peace “y 
in xrea and to .ironote harnonious integration Israel into life liear Bast 
national state system. «as noted below, U.S. through technical ussistance, oe 


$L480, DLP lonns end other forus aid, wurtici:ating cirectly and indirectly = 
in Israel's susny-sided progress. Israel on its side also has much offer 
U.S.3 its scientific and technical echievements are of hizh order; ond many 
hive direct «;lication U.S. domestic problems; in addition its industrial , 
medical and sociological experience being w,wlied in nany newly developing 
countries to latter's advantage. o\, 
Thus, as Israel becomes stronger economically end soci:lly, United S 
States has ally who can become sore and :zore effective in nny causes in 
which we jointly believe. = 
ay 
Aside from rograns directly related economic develo.nent, we using 
other means effectively to increase our political influence and to.. euhance 
Israel's understanding of us. U,:. is acquiring respect and confidence Cc? 
through the traditional use of Cizlomacy end through our jublic gffairs = 
,rogran with its cultural assistance, its scholarshirs and its grants for 9 
visits to the United States by Israeli leaders and s.ecialists. 3 = 
mrss! 


‘ ~ . . . F ri 
I believe U.S. in wosition encourage Isruel take number moderate steppers 

for im.roving its :osition in area, i.e. refugees ond reyional water devel 
nent consistent with the Johnston i-lan. Believe U.S. also in position fospow 
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Isracl's reliance u.on United liations to 6re;.ter extent than heretofore as organ that 
better my other can preserve truce in area until more permanent peace achieved. 


AID LIVELS: 


The overall level of aid set forth in Country Program Book for FY 1962, i.e. at 
least $5C-60 million, is considered to represent the minimum level of aid required 
to meet essential U.S. objectives. Israel's heavy financial outlay for defense in 
FY 1962, the burdensome exuense of absorbing and training new settlers for useful 
roles in the economy, its large extemal debt, its serious foreign exchange Sap, and 
its deternined effort to achieve éreater viability have bearing on continuation U.S. 
financial aid and technical ussistance at this level. As Israel adjusts to loss 
Gernsn reparations and its investment program achieves momentum, it is possible that 
further reduction U.S. aid can be effected. For the moment, however, U.S. financial 
assistance needed for the reasons noted above. 


Isracl has demonstrated an unusual capacity to utilize U.S. aid and to supplement 
our ussistance with complementary local measures, Through Technical Assistance we have 
hel::ed GOI to improve its acricultural research and extension work; in management field 
we ure faciliteting industrial development having assisted to date in establishing or 
in,roving oper:.tion of Israel «magement Center, Export larketing Institute, Packaging 
Institute, Institute of Industrial Design, and others. ‘Through financial support 
(dollzrs and locul currency) we have contributed significantly to expanding and ime 
proving Isriel's highway system, its railroad, its port facilities, power generation 
und transmission, and irrigation and development of water resources, In irrigation 
develo iment the U.S. has comiitted nearly $100 million. ‘the prolonged area wide 
drought suggests that hydrological information on which earlier planning was based 
muy have become substantially altered. Accordingly a joint U.S.-Israel assessment 
eresent hydrological situation a.rears warrented. 


Due in part to USOM srovrans and assistance attitude GOI towards private enter- 
rise considerzbly more favorable today than in early period of the State. During 
July 1960 a group of Israeli and foreign investors took over ownership and operation 
of the Kilat-Haifa pineline. Increasingly Government corporations are offering stock 
particization to public and serious consideration currently being given to selling 
One or more successful enterprises, e.5. Dead Sea Works. Similar trend also noted in 
Koor (Itistadrat) enterprises. lrivate foreign and domestic investment particularly 
encoura;,ed thouzh tax allowances and loans on favorable terms from development funds 
su. orted in part by U.S. generated local currency. During first eight months 1960 
GOI +; yroved vrivate investments (foreign and domestic) $60 million and IL 74 million. 
This consares with $2U :illion and IL 86 million in the same period year ago. 


AS a result of Israel's effective use of foreign government and private aid cone 
sider:-ble economic urogress is being achieved, Giik has increased 10% anmally for past 
eizht yeers. In 1959 exports increased by 27,.3 Loreign exchange holdings increased 
$52 million, and the deficit on current account declined by nearly $30 million to a 
level of $305 :axillion. Under the Government's Five Year Flan Israel hopes reduce thig 
deficit to $200 million by 1965. 
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“echnical assistance: A ,.rogram of “1.1 :villion is needed in WY 1962 based on 
Israe!'s requests and our judgnent of financing; recuired to -rovide essential techni- 
cal services md foreign training. This assistance will be dirccted to enabling Israel 
incweuse its productivity, to improving efficiency of Israel management, end to remov- 
inj; wroauction and narketing "bottlenecks". ‘his assistance will help to sustain the 
present high level of economic growth and to enable Israel realize its desire for 
ecunonic viability. Some uctivitices may be develosed with mutually beneficial results 
in esreas of ap; lied research, including water problems, arid zone develoyment and solar 
enersy o 


In line with a changing program USOM is inaking 4 concentrated effort to reduce 
operating costs, chiefly through reduction of personnel; GOT contimies believe there 
ig too high ratio administrative expenses to available IC funds. Integration Embassy 
and USO: jersonnel where duplicate functions exist, might effect further economies 
ag would greater use contract technicians in contrast to direct hire. Believe ICA 
shoulc further streailine its operation in Israel to effect greater economy in admini-~ 
strative costs, and it may be azpropriate for ICA to seek’ compensation from DLE and 
Agricultire for JSO.1 sularies and exyenses arisiny from programming and backstopping 
these ajencies. Commodity element in Israel TC program insignificant. 


Snecial Assistance: FY 1960 Special ussistance Grant $7-5 million financed 
ingortation soybeans vAeo4 million) and wheat ($3.1 million). Local currency equiva 
lent -rogramned for regional irrigation, primarily for second. Yarkon line. Continu- 
ation assistance this magnitude may be justified as element in over-all U.S. aid 
consistent with Cong;ressionel interest and Executive assurances. ‘his assistance also 
substitutable for other forns aid. 


1 L480_= Title I: Country Tean is contimuing to progrem as part over-all U.5. 

aig ‘“iaximun amount surplus U.S. agricultural commodities. Sales totalled $37.6 million 
in 1960 and §38.6 million in 1959. GOI recently requested commodities totalling $31 
million for CY 1961. From sale these commodities U.S. has programed about 50% for 
loans to GOI for developnent purposes; 16-25:. for loans to srivate enterprise and 
20-259 earmarked for U.S. uses. In recent agreements « tendency has developed for 
percentage earmerked for U.5. Yyses" and Cooley loans to decline and for GOI to ; 
receive either on loan or grant besis larger percentage of sale. Subject to unfore- - 
seen circumstances there appears no repeat no justification to devart in CY 196l fron 


nse zatter aboit 50> 104(g) Loatis” te GOL, 2 sf Loans. to private enterprises-and-25/— 


for U.S. "uses"; however, if U.S. agencies unable to use Israel pounds at latter rate 
Suggest percentae set aside for U.S. "uses" be reduced and 104(g) correspondingly 
increased, rather than unnecessarily augnent already large holdings. Israel's growing 
export of egus and poultry resulting in administrative problems which night adversely, 
affect U.S.~Israel relations. Our policy this category exports would be more in 
keeoing with our 81’ objective of helping Israel to improve its viability if in future 
seles azreexents yrovided reasonable stabilized ex:;ort ceilings linked with 
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adequate normal marketing requirements for feed grains. Larger normal marketing 
requirenents, coupled with stocks which are already quite adequate, suggests new 
sales agreement will be somewhat lower than those in earlier years. In line Enbtel 
292 believe transfer negotiations Israel of CY 1961 PL480 agreement appropriate. 
Also since Embassy understands PL480 sales program under consideration for Cyprus 
suggest Agricultural Attache Tel Aviv be accredited Cyprus for purpose of developing 
and handling program. 5 


pL480_ - Title III: These programs have declined to Level about $750,000, Only 
Malben and CARE contime among voluntary agencies taking advantage U.S. agricultural 
surpluses. ‘These programs are administered well and should be supported. CARE en- 
deavoring to shift work to Arab sector. ; 

DLF ~ EX-IM: DLF assistance amounted to 315 million in FY 1960. About $40 
million of assistance is currently being sought. Consistent with memorandum 
September 20 on Dillon-Eshkol meeting believe qualified projects should be considered 
sympathetically. An EX-Iil Bank loan of $0.5 million was approved in FY 1960 and an 
EX-IM loan of $8.9 million was recently approved for two Boeing aircraft. A loan 
request for $1.5 million is pendi to cover navigational equipment for lydda Airfield. 
Despite some reluctance GOI may look DLF as major source financing and may hope obtain 
up to $40 million from this source. 


U.S. "Uses" Fund: U.S. currently Mas on hand approximately IL 55 million for 
U.S. "Uses". Local currency requirements here in FY 1961 will probably not exceed 
IL 10 million or roughly amount which will be acquired under new FL480 sales agree- 
ment. As long as current PL480 earmarkings for U.S. "uses" exceeding expenditure 
rate greater attention should be given by Washington agencies to utilizing money 
already accumlated. The Embassy has made number suggestions during the year 
(Despatch No. 242, 10/9/59; Despatch No. 322, 11/6/59; Telegram No, 889, 3/21/6035 
TOTCA A-1089, 4/22/60; Despatch No. 125, 8/19/60; Despatch No. 175, 9/20/60). TI 
also believe more funds could be usefully spent in Israel on research in fields of 
health, cancer and arid zone probhems, and for the construction pilot operations in 
fields solar energy and desalination. Expenditures in latter field might be helpful 
in development U.S. national water program, particularly as it relates to Southwest 
U.S., including California. Suggest problem utilization local currency might appro= 
priately be studied by high level coumittee including representatives both legislative 
and executive branches of Government. LY 


Need for Scientific Attache: Assignment of Scientific Attache to Tel Aviv as 
recommended New Delhi D-286 would make possible exploitgtion excellent research 
facilities for new projects directly beneficial U.S. as well as improved coordination 
cresent and anticipated substantial volume research performed for U.S. agenciese 
‘hile U.S. activities will benefit from occasional visits of present attache from 
New Delhi, believe that quizlity of Israel science and volume of U.5. sponsored re- 
search justify assignment attache here, perhaps with regional responsibilities for 
Greece, Turkey and Iren. 
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wesearch Contracts: Contracts for services currently outstanding and entered 
into between U.S. Air Force, liavy, Netional Institate of idealth, National Cancer 
Institute end others may total 31.5 million. ‘The Embassy knows of no plans of these 
avencies for FY 1962 but recommends that whe: ever feasible future contracts entered 
into by these a,encies be consummated on the basis of Israeli wounds. Further, the 
Eabassy would azpreciate being advised of such contracts end furnished cowies thereof. 


USTS_ ACTIVITIES 


‘he USIS ov erations, consisting; of library and infomation center services in 
Yel. Aviv ond Jerusalem, pooknobile visits to Israeli settlements, a motion picture 


loan service, ond :.ress information during the past year, were at a $118,586 level. 
Darin,; FY 1961 it will rm at $150,039 level, with one major additional activity; 
neziely the establishment of a reading room in Uaifa. In addition, USIS inauguarated 

a textbook transl tion ~rogran during FY 196C which should result in a number of trans- 
Letions of american texts during this current yeare Furthermore USIS is properly 
showings greater attention to the aporoximate 200,000 Israeli irubs. 


USIS operations should be enhanced by the utilization of PL46G0 leew currencies 
throu;.h the following: 


(2) iurchase of two new bookmobiles. 
(b) «iurchase of adequate Library facilities in Haifa, Tel «viv ana Beersheba. 
(c). ranslztion and publication of jidealogical books y periodicals and pamphlets. 


Information liedia. Guarantee: U.S. extended $30,000 of assistance to Israel in 
¥Y 1960 which is primarily used for .eriodicals. GOI susplements this amount with 
{200,00G for text books. Recent examination this  ,rogram indicates considerable 
denand for U.s. periodicals, text books, phonograyh records and fashion books including 
natterns which :re not now being financed either through IG or by GOI. Recommend at 
time new IMG program proposed, that U.S. obtain from GOL considerable increase in 
allocation Israeli funds for above items. about $500,000 is needed to supplenent IG 
_rogram of $300,0C0 if foregoing requirenents to be adequately met. 


Fulbright Prosram: ilajor emphasis Fulbright Program this past year for which 
$1C0,000 was available for purchasing local currencies was in satisfying requests of 
Israeli universities for senior American professors and providin,. research ,op..ortunities 
in U.S. for key Israeli researchers. The FY 1961 program, as approved by De,artnent , 
calls for a 8150,000 level, ‘with $50,000 of thet sum in +1480 funds. The yL480 local 
currency. conr;onent of this vroyran could effectively be raised to $15C,000 annually 
increasin total Fulbright anmaal program level to $250,0C0. ‘This is needed to more 


. 


adequately meet requests in hand for urofessors and research opportunities. 


Suith--tundt Act: In FY 1960 $39,000 were available this program. jjor emphasis 
this :ast year has been on youth leadership, law end mass commmicationt- Dollar allo- 
cations this »rogram ought to be raised to a $50,000 level to wrovide for a heavier 
emphasis on Israeli leader and suecivlist visits to the United States and to provide 
needed doller gn:pLlenentation for the expanded fulbright program mentioned above. 
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"Atoms For Peace": Israel's 1-5000 lw atomic research reactor became critical in 

fugust, 1960. On the basis of personal observation and reports U.S. technicians 
government and privete) Israel's reactor will soon be more than occupied ona great 
variety of medical and Loccclit il research projects, including short lived isotopes 
for use in certain kinds of medical treatment, drought resistant seeds and sterili- 
zation of insects for pest control. It is possible Israel may request assistance in 
establishing second reactor. To date Israeli officials most cooperative in matter 
pertaining U.S. inspection requirements and discussion of matters before the TAHA, 


NON-U.S.» GOVERNMENT AID: 
ee ALD 


United Nations' Procrams: USOLI careful not duplicate or compete with U.N. 
brogram in Israel. In FY 1962 the U.N. and related agencies will expend about 
$585,000 for water shed management project and for technical assistance from such 
agencies as ITU, WHO, ILO, FAO, UNESCO, ICAO, WHO and IAEC. UNICEF also carries on 
sone activity. - 


IS5RD end IDA: The Worla Hank recently approved a loan of $27.5 million for con= 
struction of the Port of Ashdod. A request for financing expansion of the Dead Sea 
Works is pending. A loan of $20-25 million for this project coupled with adequate 


Works, which will provide Israel with significantly larger output of potash for 
export (could become possibly second to citrus in importance ) and for the production 


of IBRD to loan for expansion of Haifa and Kilat may result in serious shipping prob- 
lens for Israel over next 4-5 years or until Ashdod is built and Operating. Ag 
result GOI my request assistance of U.S. for these ports. U.S. should be prepared 
assist in enlarging then, particularly Haifa; and in absence resolution of Israel's 
transit rights through Suez to help on Eilat. Israel may seek some assistance during 
the year from IDA. ; 

German Revarations and Restitution Payments: German reparations receipts which 
have totalled ebout $70 million anmeally are declining. By 1963-64 income from this 
source is expected to disappear. The GOI has been exploring the possibility of 
German loans and credits to offset tho. loss of this inoome following the converga- 
tion in New York between Ben Gurion and Adenauer, Restitution payments currently 
amount to $100 million annually. Income from this source is expected to continue 
at the current level for LoOssibly another year and thereafter decline to about 
$40 million per year. 


Develorment Bonds and Other Assistance: State of Israel Bonds are expected to 


2218 about $45-50 million anmally over the next several years. Net receipts from 
bond sales, however, are expected to decline as bonds sold in previous years mature. 
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ket recei:ts from sale of bonds in CY 1961 are estim:ted at $25 million. By CY 1965 
net receivts uay umount to only $4 million. Remittances from such organizations as 
UdA, Iladassah and other Jewish jrouzs currently anount to 365 million a year. ‘his 
inecne may decline somewhat but is exvected to contime at about $50 nillion anmally 
over the next several years. 


Foreijn trivute Investments: Foreign srivate investment under "Third Arm 
irosran" is jaurticulerly encouraged today. Seven representatives of "Israel Invest~ 
nent authority" now stationed in United States; this staff to be augmented by five 
new officers. In addition re..resentutives are planned for Canada, j:exico, South 
Anerica and Western EKuroce. Investment re;resentatives and a liberalized revision 
of the Law for the ncouraenent for Ca;ital Investment (1959) has resulted in four 
fold increase in foreign investment in last eight months over same veriod year ago. 
Woreign  :rivate investment is also encouraged by active "Cooly" program. 


OTHER FORMIGN GOVERE INT ASSISUANCE: 


The British is providing; eleven training and fellowship grants to Israelis; the 
French twelve grants; the Italians six grants; and one or two grants each are pro- 
vided by the following countries: Canada, Melguim, Yugoslavia, Polund, Japan, Norway, 
Iceland and austria. 


The French are makings an earnest effort to expand their French language train- 
ing within the country and have recently opened a center in Beersheba for the conduct 
of French language and cultural courses. ‘The program anticipates an interchange of 
teachers. 


Programs comparable to the U.S. It yrogram have recently been instituted by 
both French and oyitish. 


Soviet Aid: The USSR and Satellite countries have evidenced very little interest 
in Israel. Mo offers of economic aid are knowm to exist nor are they likely to be 
extended at this time in view of the advantayzes which the Soviets believe they gain 
through centering their aid on nei,,jhboring Arab countries. About a year ago it was 
reported that Soviets had offered a reactor which was declined. less than 1% of 
Israel's foreign trade was conducted with the Soviet Bloc in the first six months of 
1960. In the cultural area Soviets have increased bookshops from 1 to 5 outlets Y, 
during the past year. Also operate active film program through commercial cinema 
houses. 


ERIVATE FOUDATIONS : 


Private foundations may exvend about $350,000 in Israel in FY 1962. The 
foundations operating in Israel include Ford, Falk and Rockefeller. Requests for 
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eared through Israel Foundation Trustees. Their 
and I hope that their activity will continue to 
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DATE: October 14, 1560 


SUBJECT: Special Assistance for Israel - 1961 


PARTICIPANTS: Mr. Aryeh Manor, Economic Minister, Embassy of Israel 


Mr. Donald D. Kennedy, NEA 
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Mr. Manor telephoned me from New York this noon and I told him 0 
that the amount of special assistance for Israel for this fiscal year enh 
would be the same as was provided during the last fiscal year. a 
Mr. Manor expressed pleasure that this would be the case. QO) 
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+ JADDRESS OFFICIAL. COMMUNICATIONS Ta 
THE SECRETARY OF STATE 
WASHINGTON 25, D.C. 


DEPARTMENT OF STATE 


WASHINGTON 


TO: The ionorable 
Fowler Hamilton, 
Administrator, 
Agency for International Develovment 


Subject: Mr. Dillon's Letter to Mr. Ball re Aid to Israel 


In a letter to Mr. Ball dated Sentember 29, Mr. Dillon transmitted 
@ memorandum of conversation between Under Secretary of Treasury Fowler 
and Israeli Ambassador Harman dated September 14 and commented that the 
statements made in it are "factually accurate". (TAB A) 


In view of the fact that the Israeli Embassy has epproached Mr. Dillon 
with reference to a commitment which he is alleged to have made, I believe 
you might find it useful to have our assessment of the Israeli claim that 
there is an unfulfilled commitment. 


Attached is a memorandun on the conversation Mr. Dillon had with 
Israeli Minister of Finance Eshkol on September 20, 1960. The key points 
in their conversation are the following: (TAB B) 


1) "Mr. Dillon observed that Israel was also obtaining Eximbank 
financing, notably for jet airliners. Eximbank financing such as this 
might be regarded as outside the problem area of additional aid. DLF could 
be looked to as the major source of assistance". 


2) "Mr. Dillon felt that if the DLF loan approvals reached about $0 
million during the year this would perhaps meet Israeli requirements, be- 
ing $25 million more than in FY 1960". 


The actual pattern of aid to Israel in fiscal year 1961 compares as 
follows with FY 1960: 


FY_1960 FY 1961 
(in millions) 
Technical Cooperation $l $ 1.0 
Development or Special Assistance ed 7-5 
PL 480 Title I 37.6 25.9 
PL 480 Title III 0.5 0.5 
Eximbank 0.5 35.4 
DLF 15.0 16.0 
GRAND TOTAL $62.5 $86 .3 
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+t will he observed that the total amount of 2id was $86.3 million 
as compared with 62.5 million in the preceding year, the increase of 
24. million heing approximately in line with Mr, Dillon's estimated aid 
increase of $25 million om DLF. The DLF loan increase, however, was 
only #1 million, whereas Eximbank financing increased by $35 million, 


The memorandum of the conversation on September 14, 1961, between 
Under Secretary of the Treasury Fowler and Ambassador Harman included the 
following statement: 


"According to Ambassador Harman, the United States did concede thet 
it would indirectly help meet this need by taking into account Israel's 
additional]. military burden as 2 factor relevant, to determination of the 
over-all level of U.S. economic sid to Israel. The Ambassador said that 
this was clearly understood in the conversations between Secretary Dillon 
and Minister Eshkol last fall." 


There can herdly be 2 question that the increase of $24 million in aid 
provided to Israel meets the general Dillon-—“shkol understanding as pre- 
sented at this point by Ambassador Harman. 


Mr, Harman goes on, however, to link the Isrneli submission of a 
30 million DLF application to Secretary Dillon's encouragement on addi- 
tional DLF aid end in effect to claim that 4 530 million DLP loan should 
have been given in FY 61 but was held over to FY 62 pending receint of 
supplemental appropriations by the DLF. 


It will be noted that, in his conversation with Under Secretary Fowler, 
Ambassedor Harman uses a figure of sid to Israel of $77.1 million. This 
represents the U.S. figure of $86.5 million less the $9.4 million Eximbank 
to El 41 Airlines which they omit 2s outside the context of increased aid, 
In effect, Israelis state they should have obtained $86.5 million plus 
930 million or $116.5 million in FY 1961. Thus, with the Israeli proposal 
that the new administration should not reduce aid below the amount Israel 
Should have had in FY 61, the indicated total for FY 62 would be $146.5 
million, including the $30 million alleged shortfall, 


In essence what happened is that the loan applications which Dillon 


thought might be approved by DLF were intercepted by Eximbank and, therefore, 


while the exact terms of the conversation were not met, the intent was. 
It is, of course, no longer possible to extend DLF loans repayable in 
local currency. , 


It is not clear from Mr. Dillonts note whether he is, in fact, saying 
the Israelis should have been given $116.5 million in FY 61. 
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on Kecr, Deouty Assistant Secretary on Sconomic Affairs, and I 


would wish to have an Opportunity to discuss with you, after you have 
vead this memorandum, the question of a reply to Secretary Dillonts 
Letter to Under Secretary Bail, 


Armin H, Meyer y 


Deputy Assistant Secretary 
for Near East and South Asian Affairs 


Enclosure: 


Memorandum of Conversation, 
September 20, 1960 
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The Arbassedor brousznt yelicitations from Israel Finance ilinister I 
Rshkol who had been greatly encouraged by his recent conversation with 
Mr. Dillon. Mr. Eshkol had been glad to hear bef.re he left the United 
states that 57.5 million in Special Assistance funds (the same as last year) 


vawld be made available to Isracl this year and he asked that his appreciation 
be conveyed to Mr. Dillon. 


The Ambassador stated that in il. Eshkol's discussion with Mr. Dilton 
the question of DLF loan proposals had been touched upon. It might, therefore, 
be appropriate to summarize the present position. The Israel Government has 
now presented DLF with three proposals: SLO million for the Industrial Bank; 
313 million for agricultural settlements ; and $15 million for housing. 


With regard to housing, the Ambassador stated there was one point he 
wished to stress: Mr. Dillon had referred to the "political aspects” in 
his last conversation and the Ambassador wished to express confidence that 
Israel's present proposal would meet that point fully. The proposal has two 
major objectives. First, to provide housing for newly established families. 
He noted that there are now 16,000 marriages in Israel per year and present 
housing is not keeping pace. The second major objective is to provide housing 
in new industrial areas. He emphasized that the loan is for private housing 


to be financed by private banks. Thus, the Israel housing proposal poses no 


political problem for the United States and the Ambassador expressed hope .-> 
for sympathetic consideration. i: 
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Pre 
the latter had mentioned that, @ilthouys sxinbank has facilities vor granting 
commodity import leans, the DLF does not have these facilities. Followin, 
his conversation with thr. Dillon, itre Eshkol took this matter up with 
particular reference to a i;30 million loan for the purpose or agricultural 
consolidation. The Ambassadoxv said his Government estimates that an 
investment of 300 million Israel pounds (about .316¢ million) is needed to 
effect the final economic consolidation of villases established since the 
war. ie explained that economic consolidation means providing means to 
permit maximum production. ‘his is necessary to ensure a decent income and 
also for social reasons to make farming an attractive field of activity. 
Lecause the American purchases directly tied to this plan are limited to 

G13 million, Mr. Eshkol raised with Mr. Waugh of Eximbank the possibility 

of getting a kind of line of credit from‘that bank to be used for purchases 
in the United States which would in tun generate an Israel pound equivalent 
to be directed to the massive job of consolidatinz the settlements. it 

is the Embassy's intention to present a formal application in this sense 

to the Bank. iie said that there had been informal discussions which had 
provided encourayement and observed he was sure he need not stress the 
economic and social importance of this vroject. 


The Under Secretary said this appeared to him to be a fine project. 
He had always favored =ximbank doing the maxirmun amount it can for Israel. 
He referred to the fact that the bank is an independent agency. 'le was 
agreeable, however, to the extent feasible, to indicating that the agricul- 
tural consolidation project appears to be a good one. Ye stated that once 
the application has been made he will be Glad to help in that manner. 


The Under Secretary seid the Iunbassy had raised with him some time ajgo 
the problem with DLF regardin;; the telecommunications loan and gave hin. new 
information on the basis of which it was possible to ask DLF reconsideration. 
There had beer: some misunderstandins and he was glad the new information 
made it possible to go forward with the loan. Mr. Dillon said he did not 
xnow the status of the particular DLF applications which the Ambassador had 
mentioned except that he understood the ~1O million Industrial Bank loan is 
proceeding in the usual way. He understood the housing application had just 
been submitted and added,as he had mentioned before, that this presented some 
difficult problems for DLF. So far, DLF has only undertaken such projects 
in South America. ‘There ere no prohibitions against such projects elsewhere 
but the emphasis is on that area. fventually, when the new South American 
program is in operation, DLF may find it possible to withdraw from this field. 
In any event, we will undoubtedly have problems concerning this Israeli 
proposal and will have to look into it further. 


The Ambassador seid the Israel request for a PL 4€O Vitle I program vas 
going ahead in a normal manner and there was just one aspect that he would 
like to mention -- the question of Israeli pound counterpart. He mentioned 
that last year the Department had agreed to make available about 54 as a 
grant for community developnent and observed the application this year asked 

L for an increase to 50)) of country use or 30,5 of the total program. The | 
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able to Go higher than this in a limited list of cwuntries where the local 
currencies are unlinely to be worth much. it. Gillon stated he did not lmnow 
ener DOL would consider [srael qualified. In any event, there must be 
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SUBJEDT : 


Israel Ambassador Harman accompanied by Israel Economic Minister 
Manor will call on you Thursday, October 27 at 3 p.m. Mr. Kennedy 


(NEA), fle i. and Mr. Williams (NE/E) will attend. 
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Call on you by Israel Ambassador Harman on October 27 at 3 Pome 


ee 


Ambassador Harnan requested this appointment pursuant to 


° Israel Minister of Finance Eshkol's letter to you of October 17, 1960 


(Tab A) to contime discussion of Israel's desire for increased 


economic assistance. He will probably amplify Israel's various ~“ 
proposals and presumably will seek further specific support and Ci 
conm{ tment from you. We understand he will solicit support for a fh 
new Ex Im bank loan request. He will also probably refer to problems > 
with DLF, Israel's proposals for a loan for housing, and a request ° 
for grant of part of the proceeds of a forthcoming PL-\80 sales cn 
agreement. We are inclined to doubt that developments since your 
talk with Mr. Eshkol fully justify this supplementary approach so soon. = 
In a meeting with you on September 20, Mr. Eshkol requested U 
increased U. S. assistance on the grounds that increased defense ™ 
expenditures would reduce Israel's capacity to continue economic 7 
development (Tab B). You indicated that additional Special assis~ © 
tance was not feasible, but that DLF would be the proper agency ' 
from which to seek any additional assistance. You suggested that I 
if DLF loan approvals reached about $0 million during the year, ™~ 
this should satisfy Israel's requirements, being $25 million more Cus 
than in F¥ 1960. In response to Mr. Eshkol's request that DLF UO 
consider financing of housing in israel, you noted that recent U.S. a 
activity in this field was aimed at institutional development and 
recalled -. 


wrvers 
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recalled previous political objections to aid for nousing in Israel, 
You indicated, howevar, a willingness to re-examine the subject 
carefully if Israel representatives would present their proposals 
in the form of a paper. 


=x Im Bank and DLF Proposals: 
Israel's application for DLF financing of telecanminications 


equipment, pending at the time of Mr. Eshkol's call on you in 
September, has now been approved for 36 million, This week the 

Ex Im Bank Board is expected to act on an application for $1.5 million 
worth of airport equipment. At the time of Nr. Eshkol's call, 
Israel submitted two applications to DLF for a total of $23 million. 
Although a number of other possible proposals for DLF financing 

have been mentioned in the past few months (Tab C), there is no 
indication as to when other applications will be filed. With 
reference to the two DLF applications submitted when Mr. Eshkol 

was here, DLF has asked clarification of certain points on Israel's 
request for 510 million for the Industrial Development Bank of 
Israel (principally the slow rate of disbursement of funds on the 
two prior DLF loans to this institution), and review of that 
application appears to be proceeding in a routine fashion. Israel's 
loan request of $13 million for the Israel Bank of Agriculture is, 
however, still under study at Ex Im Bank and there has been some 
indication from bank officials that the Ex Im Bank might choose 

to finance this proposal. Ambassador Harman will likely refer to 
this situation, claiming that it illustrates Israel's contention 
that DLF is not a satisfactory channel of aid, 


In a letter to Ex Im Bank President Waugh (Tab D), Mr. Eshkol 
said Israel will seek a $30 million line of credit, repayable in 
20 years, to finance imports for agricultural development in 
addition to the imports to be financed through the proposed 
Agricultural Bank loan. We understand that this proposal, at 
least in part, was designed to divert Ex Im Bank from further 
consideration of the Agricultural Bank application. At the same 
time, Israel no doubt would genuinely welcome such an additional 
credit facility, especially ifit can have the exceptionally 
long terms that it seeks. We anticipate that Ambassador Harnan 
will note Ex Im Bank's traditionally independent position but 
solicit your support for this proposal for Ex Im financing, 
especially for the principle of long tern financing for a 
fairly general commodity non-project import program. 


While in 
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While in principle we have no objection to tne $30 million 
line-of-credit Ex Im Bank loan proposed by the Israelis, we believe 
4t should be considered in relation to the total amount of official 
United States assistance likely to be approved during FY 1961. 

If as you have already suggested to the Israelis, we step up DLF 
aid from $15 million to about $0 million and we also approve the 
proposed $30 million Ex Im Bank loan, our total FY 1961 aid to 
Israel is likely to be in the neighborhood of $115 million, whicn 
js $55 million more than the FY 1961 $60 million level, a level 
which represents the :verage total of our aid to Israel annually 
since Israel's birth. A step-up of this magnitude is likely to 
produce very unfavorable repercussions in the Arab world and it 
will be most difficult in future years to get back down to the 
$60 million level. 


Ambassador Harman will probably press for assurances that DLF 
will interpret its rules more liberally with respect to Israel's 
applications. 


Housing: 

Although Israel representatives indicated on several occasions 
in the past two weeks that delivery of a paper on their proposal 
for the housing loan was imminent, it was not received until the 
afternoon of October 26 (Tab E). Embassy Economic Minister Manor 
gave an outline (fab F) of the proposed paper to us last week, 
apologizing that a satisfactory final draft of the paper had not 
been completed. Although the Israel Embassy is endeavoring 
strenuously to cast the proposal in terms compatible witn the 
concept that U. S. financing of housing abroad would be appropriate 
where it will in fact stimulate institutional development favoring 
private ownership of housing, this objective appears to have 
little real application to the situation in Israel where manag- 
ment of the institutional framework is quite sophisticated. 
Israel's primary objective in this proposal is to obtain a DLF 
loan involving direct transfer of foreign exchange to support 
local currency costs and thus provide balance of payments support 
without being tied to procurement of imports. 


Although we feel we are obliged to give careful study to the 
paper which the Embassy has submitted, NEA believes that any aid 


to Israel 
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to Israel for housing wil] inevitably be associated with the Israel 
immigration issue and this association will produce the sane 
potential. for generating controversy in the Near East as it bas had 
in the past. In view of the many projects of a relatively uncon- 
troversial nature which are being undertaken in israel, there 

would seem to be ample opportunity te provide whatever amount of 
aid may be desirable without involvement of the U. S. in expecially 
sensitive undertakings. 


PL~LcO : 

Negotiations for regular annual FIe-l2O Title I sales agreement 
with Israel are expected to begin shortly although further analysis 
and recommendations by the Embassy in Tel Aviv are required before 
the Interagency Committee will formulete the U. 5, position. We 
understand Ambassador Harman may refer to Israel's interest in 
obtaining a grant of part of the proceeds for economic develonment. 
Jn the initial request for this program, Israel proposed a 70%5 
country use of the proceeds and asked that half of this be granted 
and the balance loaned. Israel has not proposed any specisic 
project for consideration of a grant, and our Embassy's overall 
recommendation, which has just been received, provided only for a 
loan. At staff level, however, we have suggested to Israel Embassy 
representatives that consideration cannot te given to a grant in 
the absence of a specific proposal and they have promised to submit 
a formal request next week. NEA is inclined to favor seeking the 
necessary waiver from the Director of the Bureau of the Budget to 
permit a modest grant if a qualified project is proposed by Israel 
representatives. 


Recommendations : 

. it is recommended that you reaffixm tnat DLF is the 
appropriate channel through which Israel should seek the additional 
assistance it desires, suggesting as in your previous conversation 
that. if DLF loan approvals reach about $40 million during the year, 
this should probably meet Israel's requirement. You may wish to 
note that this is $25 million more in DLF aid than in FY 1960. 

You might inquire as to when Israel plans to submit further 
applications to DLF, for example on several projects they had 
mentioned earlier. 


2. With respect 
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2. With respect te housing, it is reconmended that you assure 


Ambassador Harman that Israel's paper, which has just been received, 
will be carefully considered, cautioning that there are a number of 
factors, both political and economic, which must be taken into 
account. Adequate consideration of these was necessarily dependent 
on receipt of Israel's specific proposal for study. 


3. With respect to a possible grant from PL-LEO proceeds of 
the forthcoming agreement, it is recommended that you indicate a 
willingness to consider a grant provided Israel proposes a suitable 
project. In this connection it is also reconmended that you caution 
that the circumstances of only a few countries such as India have 
been deemed appropriate for grant of 50% of the country use portion 
and that it will therefore be desirable for Israel to contemplate 
a grant approximating 15% of the program total in accordance with 
the precedent being followed with other countries in Israel's same 
general situation. 


le It is recommended that you reaffirm Ex Im Bank's independence 
with regard to the loan application contemplated by Israel. 


ATTACHMENTS : 
Tab A - Letter from Finance Minister ee oF to the Under Secretary 
Tab B - Memorandum of Conversation “ 
Tab C - Projects suggested for DLF financing 
Tab D ~ Letter from Finance Minister Eshkol to Mr. Waugh 
Tab E - Israel's Proposals for 2 nousing loan 
Tab F - Outline of paper on housing proposals — /. 
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CSD -Mr. Petrow (draft) <¢ 
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